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Order entered; this matter stands submitted on the existing record. 
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COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

REPORT ON LONG-TERM "IJI 

INDEBTEDNESS FOR 
KENTUCKY-AMERICAN WATER COMPANY 

* * * * * * * * 

Pursuant to Case No. 2000-1 89 dated July 21, 2000, Kentucky-American Water 

Company (the "Company") was authorized to periodically issue securities in the form of 

notes or debentures for the purpose of refunding/refinancing certain outstanding debt in 

the aggregate principal amount of $41,500,000. For indebtedness exceeding two years, 

the Commission required Kentucky-American to file a report detailing the terms and 

conditions of the particular securities and an analysis showing that the interest rate was 

the most reasonable under the circumstances at the time of issuance. 

On March 29, 2001, American Water Capital Corp., a wholly-owned subsidiary of 

American Water Works Company, issued $140 million of senior unsecured notes 

carrying an interest rate of 6.87% and maturing on March 29, 2011. The terms of the 

issue include annual sinking fund payments of $28 million starting in year six. The 

sinking fund payments give the issue an eight-year average life. Simultaneously with 

the issuance and sale of securities by American Water Capital Corp., the Company 

borrowed $1 5.5 million from American Water Capital Corp. in exchange for the issuance 

to Capital Corp. of the Company's unsecured note in the principal amount of $15.5 

million with an interest rate, maturity and all other terms identical ta the corresponding 

terms of the aforesaid notes of Capital Corp., including a proportionate share of the 



sinking fund obligations. All of the funds borrowed by the Company from American 

Water Capital Corp. were used to reduce the outstanding balance of the Company's 

short-term debt. 

On April 11, 2001, Credit SuisselFirst Boston issued a detailed analysis of the 

terms, conditions, pricing and marketing of the debt issuance by American Water 

Capital Corp. A copy of said analysis is attached and incorporated by reference, along 

with a copy of the promissory note. 

Respectfully submitted, 

KENTUCKY-AMERICAN WATER COMPANY 
2300 Richmond Road 
Lexington, Kentucky 40502 
859-268-6339 

By: 

Vice President anqsecretary 

Attachment 
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PROMISSORY NOTE 
FOR LONG-TERM BORROWINGS 

$1 S,500,000 March 29,2001 

FOR VALUE RECEIVED, Kentucky-American Water Company, a Kentucky 
corporation (herein “Borrower”) hereby promises to pay to the order of American Water Capital 
Carp., a Delaware corporation (“Lender”), in same day funds at its offices at Voorhees, 
New Jersey or such other place as Lender may from time to time designate, the principal sum of 
Fifteen Million Five Hundred Thousand ($1 S,SOO,OOO), together with interest thereon from the 
date hereof until paid in full. Interest shall be charged on the unpaid outstanding principal 
balance hereof at a rate per annum equal to the rate paid and to be paid by Lender with respect to 
the borrowings it made in order to provide funds to Borrower hereunder. Interest on borrowings 
shall be due and payable in immediately available funds on the same business day on which the 
Lender must pay interest on the borrowings it made in order to provide funds to the Borrower 
hereunder. The principal amount hereof shall be due and payable liereunder at such times and in 
such amounts and in such installments hereunder as the L,ender must pay with respect to the 
borrowings it made in order to provide funds to the Borrower hereunder. Lender has provided 
Borrower with a copy of the documentation evidencing the borrowings made by Lender in order 
to provide funds to Borrower hereunder. In the absence of manifest error, such documentation 
and the records maintained by Lender of the amount and term, if any, of borrowings hereunder 
shall be deemed conclusive. 

The occurrence of one or more of any of the following shall constitute an event of 
default hereunder: 

(a) Borrower shall fail to make any payment of principal andor 
interest due hereunder or under any other promissory note between L,ender and Borrower within 
five business days after the same shall become due and payable, whether at maturity or by 
acceleration or otherwise; 

(b) Borrower shall apply for or consent to the appointment of a 
receiver, trustee or liquidator of itself or any of its property, admit in writing its inability to pay 
its debts as they mature, make a general assignment for the benefit of creditors, be adjudicated a 
bankrupt or insolvent or file a voluntary petition in bankruptcy or a petition or an answer seeking 
reorganization or an arrangement with creditors or to take advantage of any bankruptcy, 
reorganization, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or 
an answer admitting the material allegations of a petition filed against it in any proceeding under 
any such law, or if action shall be taken by Borrower for the purposes of effecting any of the 
foregoing; or 

(c) Any order, judgment or decree shall be entered by any court of 
competent jurisdiction, approving a petition seeking reorganization of Borrower or all or a 
substantial part of the assets of Borrower, or appointing a receiver, trustee or liquidator of 
Borrower or any of its property, and such order, judgment or decree shall continue unstayed and 
in effect for any period of sixty (60) days. 



Upon the occurrence of any event of default, the entire unpaid principal sum 
hereunder plus all interest accrued thereon plus all other sums due and payable to Lender 
hereunder shall, at the option of Lender, become due and payable immediately. In addition to 
the foregoing, upon the occurrence of any event of default, Lender may forthwith exercise 
singly, concurrently, successively or otherwise any and all rights and remedies available to 
Lender by law, equity, statute or otherwise. 

Borrower hereby waivers presentment, demand, notice of nonpayment, protest, 
notice of protest or other notice of dishonor in connection with any default in the payment of, or 
any enforcement of the payment of, all amounts due hereunder. To the extent permitted by law, 
Borrower waives the right to any stay of execution and the benefit of all exemption laws now or 
hereafter in effect. 

Following the occurrence of any event of default, Borrower will pay upon 
demand all costs and expenses (including all amounts paid to attorneys, accountants, and other 
advisors employed by Lender), incurred by Lender in the exercise of any of it rights, remedies or 
powers hereunder with respect to such event of default, and any amount thereof not paid 
promptly following demand therefor shall be added to the principal sum hereunder and will bear 
interest at the contract rate set forth herein from the date of such demand until paid in full. 
In connection with and as part of the foregoing, in the event that this Note is placed in the hands 
of an attorney for the collection of any sum payable hereunder, Borrower agrees to pay 
reasonable attorneys’ fees for the collection of the amount being claimed hereunder, as well as 
all costs, disbursements and allowances provided by law. 

If for any reason one or more of the provisions of this Note or their application to 
any entity or circumstances shall be held to be invalid, illegal or unenforceable in any respect or 
to any extent, such provisions shall nevertheless remain valid, legal and enforceable in all such 
other respects and to such extent as may be permissible. In addition, any such invalidity, 
illegality or unenforceability shall not affect any otherprovisions of this Note, but this Note shall 
be construed as if such invalid, illegal or unenforceable provision had never been contained 
herein. 

This Note inures to the benefit of Lender and binds Borrower and Lender’s and 
Borrower’s respective successors and assigns, and the words “Lender” and “Borrower” 
whenever occurring herein shall be deemed and construed to include such respective successors 
and assigns. 

This Promissory Note is one of the promissory notes referred to in the 
Financial Services Agreement dated as of June 15,2000 between Borrower and L,ender to which 
reference is made for a statement of additional rights and obligations of Lender and Borrower. 
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IN WITNESS WHEREOF, Borrower has executed this Promissory Note the day 
and year first written above. 

KENTUCKY-AMERICAN WATER COMPANY I 

3 



AMERICAN WATER CAPITAL 
CORP. 

US$140,000,000 6.87% Senior Notes due March 29,2011 

APRIL 11, 2001 



A M E R I C A N  U ,, I’ER C A P I T A L  CORP.  
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A M E R I C A N  % ,, f E R  C A P I T A L  C O R P .  

Nine American Water Works Company, Inc. subsidiaries obtained an intra-company loan from American 
Water Capital C o q .  (“AWCCs”) following AWCCs private placement of US$ 140,000,000 Senior 
Secured Notes due 201 1 (tlie “Placement”) on March 29, 2001. The summary teims and coiidilions of the 
Placement are outlined below. 

I. PARTIES 

Issuer 

PurchaserslType of Offering 

II. ISSUE 

Issue 

Price 

Maturity/Average Life 

Amortization 

SecuritylRanking 

Anticipated Rating 

Closing Date 

Optional Redemption 

Defeasance 

Affirmative Covenants 

Negative Covenants 

American Water Capital Coip (tlie “Issuer”), under a Support Agreement 
from American Water Woi-lts Company, Inc. (tlie “Parent”) 

Private placement with U.S. institutional investors in accordance with 
Section 4(2) of the Securities Act of 1933 

$140 million of 6.87% Senior Notes due 201 1 (tlie “Notes”) 

100% of principal amount 

10-yr final/8-year average life 

Semi-annual equal principal payments beginning at tlie end of year G 

None - the Notes will rank equal in right of payment with all unsubordiiiated 
indebtedness of tlie Issuer and will benefit from the Suppolt Agreement to 
the same extent. 

Baal/BBB+ 

March 29,2001 

The Notes will be callable at any time, at tlie option of the issuer, in whole or 
in part, at a price equal to the greater of par and the present value of tlie 
future debt service on tlie notes, discounted at tlie then current yield on US.  
Treasury securities of a maturity comparable to the remaining weighted 
average life o f  the Notes plus SO basis points (tlie “Make-Whole Price”). 

None 

Custoniary for tlie type of transaction proposed 

As described in Foini S-3 filed by tlie Issuer and tlie Parent with tlie 
Securities and Exchange Conmission on January 30, 200 1, including 
without limitation 

- L,iinitation on Mergers and Sales of Substantially All Assets 

- L,iniitation on Secured Indebtedness/NegatIve Pledge 



A M E R I C A N  b I’ER C A P I T A L  C O R P .  

Financial Covenants 

Support Agreement 

Events of Default 

Documentation 

Counsel 

None 

The Notes are being issued under a Support Agreemelit by aiid between the 
Issuer and tlie Parent pursuant to which the Parent has agreed, for the benefit 
of tlie holders of tlie Notes and other debt securities of the Issuer, to 

- retain all of tlie voting stock of the Issuer, free and clear of any lien, 
security interest or other charge or encumbrance, 

- cause the Issuer to have at all times a positive tangible net worth (total 
assets less liabilities less intangible assets), as determined in accordance 
with GAAP, and 

- make certain liquidity provisions. 

Customary for the type of kansaction proposed 

The Note Puichase Agreement will be governed by New York law and tlie 
covenants will substantially mirror tlie language of the Indenture filed with 
tlie previously mentioiled Form S-3. 

Chapman and Cutler, with reasonable fees and disbursements of such 
couiisel to be borne by tlie Issuer. 



A M E R I C A N  I'ER C A P I T A L  C O R P .  

11. PRICING AND ARKET CONDITIONS 

Pricing Rationale 

The spread for the Notes was determined after consideration of 2 comparable public utility issues by US 
gas companies: 

Amount S&P 
issuer (US$mm) Coupon Maturity Moody's Spread to USTIO 

Nisource 1,000 7.875 11/15/10 Baa2 BBB +I80 
Keyspaii CoiForatioii 700 7.625 11/15/10 A3 A +I50 

CSFB Debt Capital Markets (public issues) indicated that a new 10-year issue for American Water 
Capital Cop.  would be priced at approximately 180bps over the yield on the IO-year on-the-run US 
Treasuiy security. To reflect an appropriate private placement (illiquidity) premiLnn, the authorized price 
talk during the niarltetiiig pliase was 195bps over the 10-year on-the-run US Treasuiy for a security with a 
10-year filial maturity and %year average life. The transaction was executed at that level. 

Additional Comparable Public Issues 

Amount 
Issuer (US$mm) Coupon Maturity Moody's S&P Spread as of 04/09/01 

MidAiiiericaii Funding LLC 200 6.750 03/01/11 Baal BBB+ +19s 

Pi ogress Energy 1,250 7.100 03/01/11 Baal BBB +178 
Xcel Energy GOO 7.000 12/01/10 A3 BBB+ 4-18.5 
Energy East Corporation 200 8.050 11/15/10 Baal BBB+ +235 
NSTAR 300 8.000 02/15/10 A2 BBB+ +220 

Treasury Yield at Time of pricing 

The Notes were priced on Monday Marcli 12th, 2001 at 3.03prn. The on-the-run 10-year US Treasuiy 
(5.00% due February 201 1) was yielding 4.92%, the agreed spread to Treasuries was 195 bps, therefore 
the coupon for the bonds was 6.87%. 



A M E R I C A N  A .  , E R  C A P I T A L  C O R P .  

11. PRICING AND ARKET CONDITIONS 
(CONT.) 

Theoretical Pricing for American Water Works Company Subsidiary Issues 

In our opinion, hypothetical stand alone 1 0-year maturity, 8-year average life offerings by American 
Water Works Compaiiy subsidiaries would have an indicative weighted average pricing level over the 10- 
year on-the-run US Treasury security of approximately 20 1 bps. 

The subsidiaries would generally price wider than the American Water Capital Corp. issue reflecting their 
overall lack of geographic diversity and relatively sinal1 issue sizes (implying a greater illiquidity 
premium). 

Historical US Treasury Yields 
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A M E R I C A N  VI E R  CAPITAL. C O R P .  

III. PRIVATE PLACEMENT OFFERING 
Marketing Process 

Marketing commenced on March 5,2001. 12 accounts were contacted on March 5-6 and asked for 
indications by Friday, March 9, 2001 with respect to an issue of $100mm. Film indications for $150mm 
were received by March 9, 20001 and an issue of $140mm was circled and priced 011 March 12 at USTlo 
+ 195 basis points. Please see list below for details of offering process. 

indications Declines 

Institution US$ million Institution Reason 
Northwestern Mutual 55 American General Lack of covenants 

Nationwide Insurance 

Lincoln National 

New York Life 

35 Guardian Life Price/y ield 

20 ING Investment Management Timing issues 

15 Principal Capital Management Pricelyield 

Allstate Insurance Coinpany - 15 SunAmerica Investments Pricellack o f  covenants 

Subtotal 140 Teachers Insurance Pricelstmcture 

Ti avelers Iiisurance'i' 10 
Total Indications 150 

:k Travelers indicated for $101iim of a 10-year bullet structure at same pricing as the offered 10/8 issue 
(Tlo + 19.5); however, American Water Worlts declined to create a separate tranche because of the 
additional time, effort and expense that would be required to replicate the on-lending arrangements with 
subsidiaries. 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

21 1 SOWER BOULEVARD 
POST OFFICE BOX 61 5 

FRANKFORT, KY. 40602 
(502) 564-3940 

CERTIFICATE OF SERVICE 

RE: Case No. 2000-189 
KENTUCKY-AMERICAN WATER COMPANY 

I, Stephanie Bell, Secretary of the Public 
Service Commission, hereby certify that the enclosed attested 
copy of the Commission's Order in the above case was 
served upon the following by U.S. Mail on July 21, 2000.  

Parties of Record: 

Honorable Herbert A. Miller 
Attorney for Company 
Kentucky-American Water Company 
2300 Richmond Road 
Lexington, KY. 40502 

Honorable Lindsey Tngram 
Attorney at Law 
Stoll, Kennon & Park, LLP 
203 East Main Street 
Suite 1000 
Lexington, ICY. 40507 1380 

Honorable David E. Spenard 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, KY. 40601 8204 

%a* w 
Secretary of the Commission 

SB/hv 
Enclosure 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF ) 
KENTUCKY-AMERICAN WATER ) 
COMPANY FOR APPROVAL OF 1 CASE NO. 2000-189 
PARTI C I PATlON IN ) 
BORROWING PROGAM 1 

O R D E R  

On May 5, 2000, Kentucky-American Water Company (“Kentucky-American”) filed 

an application for Commission approval to participate in a borrowing program. This 

program has been made available to Kentucky-American through its parent corporation, 

American Water Works Company, Inc. (“American Water Works”). As a participant in the 

program, Kentucky-American must enter into a Financial Services Agreement with 

American Water Works Financing Corporation. On May 12, 2000, Kentucky-American 

amended its application to reflect the change in the name of American Water Works 

Financing Corporation to American Water Capital Corporation rAWCC”). 

Kentucky-American seeks to enter into this agreement in conjunction with each of 

American Water Works’ subsidiaries as well as American Water Works. It is anticipated 

that AWCC could obtain more advantageous funding for the individual participants by 

utilizing the borrowing power and combined borrowing efficiency of all of the participants 

in the borrowing program. 



AWCC, a wholly owned subsidiary of American Water Works, will obtain its funds 

primarily from two sources. It will arrange for a syndicated bank credit line to provide short- 

term loans and it will register its own debt securities for sale in the public market by filing 

a shelf registration with the United States Securities and Exchange Commission. Based 

on estimated borrowing requirements provided by each program participant for the coming 

year as well as future needs, AWCC will arrange borrowing commitments and borrowing 

programs to provide funds necessary to meet those requirements.’ 

As a participant in the borrowing program, Kentucky-American will obtain short-term 

and long-term loans from AWCC. Kentucky-American expects to periodically issue, prior 

to December 31, 2005, securities in the form of notes or debentures for the purpose of 

refunding/refinancing certain outstanding debt in the aggregate principal amount of 

$41,500,000. Kentucky-American also intends to borrow funds from AWCC to finance its 

construction program and the acquisition of other utility systems. 

The Commission, having reviewed the evidence of record and being otherwise 

sufficiently advised, finds that: 

I. Kentucky-American’s entry into the Financial Services Agreement and 

participation in the borrowing program with AWCC is for a lawful object within the corporate 

purposes of its utility operation, is necessary and appropriate for and consistent with the 

’ For a complete description of the financial arrangements between AWCC and the 
American Water Works subsidiaries who are parties to the Financial Services Agreement 
and who participate in the borrowing program and the benefits that these arrangements 
confer, see Illinois-American Water Company, Docket No. 00-0306 (111. C.C. May 18, 2000) 
at 2-5. 

-2- 



proper performance of the utility’s service to the public and will not impair its ability to 

perform that service, and is reasonable, necessary, and appropriate for such purposes. 

2. Kentucky-American’s proposed issuance of securities in the form of notes or 

debentures in an aggregate amount of $41,500,000 for the purpose of 

refunding/refinancing existing short-term and long-term debt is reasonable and consistent 

with the performance of its service to the public and should be approved. 

3. The specific terms and conditions of each issuance under the borrowing 

program set forth in the Agreement are not known at this time. Therefore, Kentucky- 

American should be required to inform the Commission of the terms and conditions of each 

issuance covered by the borrowing program. 

4. Kentucky-American should obtain Commission approval prior to the issuance 

of any security or long-term evidence of indebtedness not specifically set forth in its 

application and included in the $41,500,000 refundinghfinancing. 

IT IS THEREFORE ORDERED that: 

I. Kentucky-American is authorized to enter into the Financial Services 

Agreement with AWCC and to participate in its borrowing program. 

2. Kentucky-American is authorized to issue securities in the form of notes or 

debentures in an aggregate amount of $41,500,000 from time to time prior to December 

31, 2005 for the purpose of refundinghefinancing existing short-term and long-term debt. 

The proceeds from the financing authorized herein shall be used only for the 3. 

lawful purposes set out in the application. 

-3- 



4, For all securities or evidences of indebtedness that have a term exceeding 

2 years and that are issued under the Financial Services Agreement's borrowing program, 

Kentucky-American shall file a report detailing the terms and conditions of the particular 

securities issued. Kentucky-American shall include an analysis showing that the interest 

rate for the securities was the most reasonable under the circumstances at the time of 

issuance. This report shall be filed with the Commission within 10 days of the completion 

of the issuance. 

5. Kentucky-American shall obtain approval from the Commission prior to the 

issuance of any security or long-term evidence of indebtedness not specifically identified 

in its application and included in the $41,500,000 refundinghefinancing approved herein. 

Nothing contained herein shall be deemed a warranty of the Commonwealth of 

Kentucky, or any agency thereof, of the financing herein accepted. 

Done at Frankfort, Kentucky, this 21st day of July, 2000. 

By the Commission 

ATTEST: 

. Pa- 
le t Executive Director t u  P 



Paul E. Patton, Governor 

Ronald B. McCloud, Secretary 
Public Protection and 

Regulation Cabinet 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

211 SOWER BOULEVARD 
POST OFFICE BOX 61 5 

FRANKFORT, KENTUCKY 40602-061 5 
www.psc.state.ky.us 

Martin J. Huelsmann (502) 564-3940 
Executive Director Fax (502) 564-3460 

Public Service commission 
July 11, 2000 

6. J. Helton 
Chairman 

Edward J. Holmes 
Vice Chairman 

Gary W. Gillis 
Commissioner 

Honorable Herbert A. Miller, Jr. 
Attorney at Law 
Kentucky-American Water Company 
2300 Richmond Road 
Lexington, Kentucky 40502 

Honorable Lindsey W. Ingram, Jr. 
Attorney at Law 
Stoll, Keenon & Park, LLP 
201 East Main Street, Suite 1000 
Lexington, Kentucky 40507-1 380 

Honorable David E. Spenard 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, Kentucky 40601 -8204 

RE: Case No. 2000-189 

We enclose one attested copy of the Commission’s Order in the 

above case. 

Stephanie Bell 
Secretary of the Commission 

SBIhv 
Enclosure 

EDUCATION 
PAYS 





COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF 1 
KENTUCKY-AMERICAN WATER 1 
COMPANY FOR APPROVAL OF ) 
PARTICIPATION IN ) 
BORROWING PROGRAM ) 

CASE NO. 2000-189 

O R D E R  

On May 5, 2000, Kentucky-American Water Company (“Kentucky-American”) 

filed an application for Commission approval to participate in a borrowing program. 

On May 31, 2000, the Attorney General of Kentucky (“AG”) filed a request for 

information. Kentucky-American filed its response to the AG’s data request on July 3, 

2000. A notice has been filed that the AG does not require a hearing in this case, 

Being sufficiently advised, the Commission HEREBY ORDERS that this matter 

stands submitted to the Commission on the existing record. 

Done at Frankfort, Kentucky, this 11th day of July, 2000. 

By the Commission 

ATTEST: 



Commonwealth of Kentucky 

0 1: J@fi Before the Public Service Commission , I '  

In the Matter of: 1 
TEIE APPLICATION OF KENTUCKY-AMERICAN ) Case No. 2000-189 
WATER COMPANY FOR APPROVAL OF ) 
PARTICIPATION IN BORROWING PROGRAM ) 

NOTICE REGARDING THE APPLICATION 

The Attorney General provides the following Notice Regarding The Application 

in this case. 

1. The Office of the Attorney General is in receipt of the responses of Kentucky- 

American Water Company to the Attorney General's data requests. 

2. This Office has no further data requests in this proceeding. 

3. The Office does not request an informal conference or a public hearing in this 

proceeding. 

4. While the Attorney General reserves the right to fully participate in any further 

action in this proceeding, the Office has no objection to the submission of the 

Application to the Commission for a decision based upon the existing record. 
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WHEREFORE, the Attorney General provides this Notice Regarding The 

Application. 

Respectfully submitted, 

A.B. CHANDLER III 
ATTORNEY GENERAL 
3-b L L d A &  

David Edward Spenard 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, Kentucky 40601-8204 
502-696-5453 
(FAX) 502-573-83 15 

Notification of Filing and Certificate of Service 

Counsel certifies that an original and ten photocopies of this Notice Regarding 

The Application were served and filed by hand delivery to Martin Huelsmann, 

Executive Director, Public Service Cormmission, 21 1 Sower Boulevard, Frankfort, 

Kentucky 40601; furthermore, it was served by mailing a true and correct copy of the 

same, first class postage prepaid, to Herbert A. Miller, Kentucky-American Water 

Company, 2300 Richmond Road Lexington, Kentucky 40502 and Lindsey W. Ingram, 

Jr., Stoll, Kennon & Park, LLP, 201 East Main Street Suite 1000, Lexington, Kentucky 

40507 1380, all on this 6th day of July, 2000. 

a d  Ed.#d. -&umd 

Assistant Attorney General 
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RODMAN W KEENON (1682 - 1966) 
JAMES PARK (1692 - 1970) 
JOHN L DAVIS (143 - 1970) 
GLADNEY HARVILLE (1921 - 1978) 
GAYLE A 
C WILLIAM SWINFORD (1921 - 1986) 
ROBERT F HOULIHAN (1918 - 1999) 
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I4rr Hrrrrtl Delivery 

Martin J. Huelsmann, Jr., Esq. 
Executive Director 
Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 4060 1 

RE: Kentucky-Amelican Water Company 
Application for Approval of Participation in Borrowing Program 
Case No. 2000-1 89 

Dear Malty: 

The original and seven copies of the responses of Kentucky-American Water Company to 
the Attorney General’s data requests are enclosed for filing. 

Veiy t idy yours, 

STOLL,, ICEENON & PARK, LLP 

Lindsey J4igram, Jr. BY 

/SI 
Encs. 
cc w/enc.: David E. S enard, Esq. 

[Via Hand K eliveiy] 
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COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

IN THE MATTER OF: ) 
) 

ADMINISTRATIVE KENTUCKY-AMERICAN WATER COMPANY ) 
APPLICATION FOR APPROVAL, OF CASE NO. 2000-189 
PARTICIPATION IN BORROWING PROGRAM ) 

RESPONSES OF KENTUCKY-AMERICAN WATER COMPANY 
TO ATTORNEY GENERAL’S DATA REQUESTS 

Comes Kentucky-American Water Company, by counsel, and for its responses to the 

data requests from the Attorney General states as follows: 

1 .  Michael A. Miller, Vice President and Assistant Treasurer of Kentucky-American 

Water Company or Joseph F. Hartnett, Vice President and Treasurer of American Water Capital 

Corp., are the individuals who have prepared the answers to the data requests and will be available 

as may be required in this matter. 

2. That it objects to so much of the instructions in the data requests propounded by the 

Attorney General as enlarges the obligation of Kentucky-Amei-ican Water Company to respond to 

the data requests beyond that required by statutes and regulations. 

1. With regard to American Water Works Financing Corporation (AWWFC), currently 
incorporated as a Delaware corporation and wholly owned by American Water Works 
Company, Inc. (AWWC), please provide the following infoimation: 

A. An overall organization chart showing the organizational, functional and line 
relationships between AWWFC, AWWC, all utility subsidaies of AWWC, and all 
other subsidiaries of AWWC. 

ResDonse: By its Amended Application filed herein on May 12, 2000, Kentucky- 
Ameiicm Water Company stated that the corporation with which it proposed to enter 
into the Financial Sei-vices Agreement had been organized and its name was 



American Water Capital Corp. (AWCC). Attached hereto and marked Exhibit 1 is 
an organizational chart that demonstrates the relationship of Ameiican Water Works 
Company, Inc., American Water Capital Coip. and the affiliates that have requested 
participation in the relationship. 

B. A detailed organization chart of A W C  showing each of the officer’s and top 
management positions and offices, inteinal departments, and total number of 
employees by employee category. 

ResDonse: The officers of AWCC are: 

Ellen C. Wolf President 
Joseph F. Hai-tnett 
W. Timothy Pohl 
Robert D. Sievers 
Edward D. Vallejo 

Vice President and Treasurer 
Vice President and Secretary 
Vice President and Comptroller 
Vice President and Assistant Treasurer 

There are no employees of AWCC, its activities will be performed by employees of 
American Water Works Sei-vice Company, Lnc. (AWWSC) who will charge their 
time for AWCC activities directly to AWCC at cost. These employees will perfoim 
duties for AWCC as needed in the areas of daily cash management, short-term debt 
insti-urnents, and long-term debt instruments to meet the financing needs of the 
participating affiliates. 

C. A balance sheet showing the major assets and liabilities of AWWFC, and AWWFC’s 
equity b d s  in dollars and as a percentage of total capitalization. 

Response: AWCC has no assets and liabilities at this time. It will be issuing debt 
instruments based upon the support agreement of the parent company. After 
activities commence under the AWCC arrangement there will be assets and liabilities 
related to the debt insti-uments and associated affiliate receivables. 

D. A desciiption of the ownership and ownership percentages of AWWFC. 

ResDonse: 
Company, Inc. 

AWCC is a wholly-owned subsidiary of Ameiican Water Works 

2. Per the Financial. Services Agreement, Kentucky-American Water Company (KAWC), will 
pay AWWFC “the costs, including appropriate overhead, incurred by AWWFC” in providing 
service under the agreement. Please provide the following information. 
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A. 

B. 

C. 

D. 

Please indicate how AWWFC will allocate its overhead costs to Kentucky-American 
and other participating affiliates. 

ResRonse: As stated in the Application KAWC will be allocated a portion of the 
overhead costs (AWCC administrative charges and various bank and issuance costs) 
on the percentage of KAWC’s participation in AWCC’s short and long-term debt 
instruments. 

In as much detail as possible, AWWFC’s most recent annual operating budget. 

ResDonse: At this t h e  AWCC does not have an operating budget. AWCC will 
accumulate direct AWWSC charges and various bank and insurance costs as they are 
incurred. As the level of participation of each affiliate is defmed, it will then become 
possible to forecast the amount of AWWSC charges and bank and issuance fees 
necessary to administer the activities of AWCC. 

Using the detailed operating budget data to be provided in response to part A, provide 
the portion of these annual operating budget data considered to be AWWFC’s annual 
overhead charges to be charged to d of the AWWC affiliates that use the services 
of AWWFC. If there is a difference between AWWFC’s total annual operating costs 
and AWWFC’s annual overhead charges to be charged to all of the AWWC affiliates 
that use the services of AWWFC, please explain the difference. 

Resaonse: There is no operating budget for AWCC at this time; however, there will 
be no Merences between the annual operating costs and the overhead charge to the 
participating affiliates. The AWWSC direct charges and other bank fees and 
issuance costs will be allocated entirely to aU of the participating affiliates each year. 

Provide a listing of all AWWC affiliates (regulated and non-regulated). For each 
affiliate, indicate whether the affiliate has entered into the Financial Services 
Agreement. For any affiliate that has not entered executed the agreement, identify 
the affiiate and indicate whether the affiliate is seeking to use the seivices of 
AWWFC. 

Resnonse: Exhibit 1 attached hereto lists each affiliate currently seeking the services 
of AWCC. The following affliates are not seeking the services of AWCC at this 
time: 

Americanhglian Environrnental Technologies, Inc. 
Americanhglian Canada Co. 
American Commonwealth Co. 
American Water Resources, Inc. 
Amei-ican Water Services, Inc. 
Coastal Water Resources, Inc. 
Continental Water Co. 
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Greenwich Water System, Inc. 
Illinois Water Service Co. 
Massachusetts Capital Resources Co. 
New Jersey-American Resources Co. 
Water Utility Service Co. 
Bluefield Valley Water Works Co. 

E. For each AWWC affliate, provide (1) net plant investment, (2) total capitalization, 
and (3) total revenues. 

ResDonse: See Exhibit 2 attached hereto. 

F. Will AWWFC’s total annual overhead charges be fully charged out each year to each 
AWWC affiliate that uses AWWFC’s services during that particular year‘? Will the 
AWWFC overhead charge allocated to each of these affiliates be based on the 
particular af.filiate’s boirowings and investments in AWWFC for that paticular year‘? 
Please explain in detail the answer to each question. 

Response: AWCC’s total annual charges will be fully allocated to the participating 
amates each year. The charges wdl be allocated based upon each affiliate’s pro rata 
share of AWCC’s boirowings and investments. 

3. With respect to overhead costs, is there a maximum amount of AWWFC overhead charges 
that can be charged to any single AWWC, Inc., affiliate in a given year‘? 

Response: The Agreement does not indicate any maximum amount that can be charged in 
any single year. However, as indicated herein, AWWSC employees wdl only charge time 
to AWCC when they are working on activities related to the areas identified herein. AWCC 
will be handling daily cash management, short-teim debt, and investment activities and it is 
probable that each participating affiliate wdl be actively participating in AWCC activities 
each and eveiy year. The level of capital spending in any year at a participating affiiate will 
deteimine how often that affiiate will use the long-teim debt financing functions of AWCC. 

A. If only one affiliate utilizes the services of AWWFC during a particular year, will 
AWWFC charge that affiliate the entire amount of AWWFC’s overhead charges‘? 

ResDonse: Yes, however, AWCC charges from AWWSC will be limited to the 
activities regarding that single affiliate. This scenario is highly unlikely. 

B. If no affiliate utilizes the services of AWWFC during a particular year, how and from 
whom will AWWFC recover its overhead charges‘? 

Response: Again, this scenario is highly unlkely, but should it occur there would 
be no AWCC overhead to charge to any of the affiliates. 
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C. Will AWWFC charge Kentucky-American for overhead charges in any year that 
Kentucky-Ameiican does not use AWWFC for boil-owing or other services'? If yes, 
please explain the system of allocation. 

Resaonse: No. 

4. Did Kentucky-Ameiican produce or obtain possession of or access to any studies that 
compares the costs and benefits of the Financial Services Agreement to the costs and benefits 
of the Company's current method of boirowing? For example, was there any study that 
compares the actual costs of recent boirowing with the costs that would have been incurred 
had the Financial Service Agreement been in existence'? If yes, please provide the studies. 

Response: Yes. Exhibit 3 attached hereto compares recent market debt issues. The public 
market Medium Term Note program for long-teim debt issues, the plan expected to be used 
by AWCC, clearly shows that by pooling the participating affiliates long-term debt 
requirements will be beneficial when compared to the current private placement market. The 
public market has clearly out perfoimed the piivate market in recent debt issues. In addition, 
overhead costs, such as placement fees and legal fees, do not increase in direct relation to the 
size of the issue. It is expected that pooling of the participating affiliates long-term debt 
requirements will produce a reduced pro rata share of issuance costs for those affiliates. The 
bids for the short-teim lines of credit will be available in the near future and the company 
l u y  expects to be able to demonstrate that those interest costs on the combined AWCC issue 
will out perform those that KAWC has obtained on its own. 

5.  Reference: Application, Numbered Paragraph 9. The Application indicates that the loans 
will be unsecured. What impact does this have on the cost rate for the borrowing'? Does this 
mean that the cost rate will be more expensive'? If not, please explain. 

Response: The movement to pooling of the participating affiliates shoit and long-term debt 
requirements and to the public market are expected to lower the cost of capital of the 
participating affiliates from what they can obtain now as described in the answer to item 4. 
The participating affiliates will not pledge a lien against their assets but will only issue a note 
the AWCC for long-term debt. The accumulation of affiliate notes and the support 
agreement of the parent corporation will be the sole security for the AWCC issued debt. This 
arrangement should not have an adverse impact on the debt issues, regardless of the debt 
rating of AWCC. 

6. Does AWWFC currently have a debt rating'? If yes, please provide all details from all 
involved rating agencies. If no, please indicate whether, and when, AWWFC wdl obtain a 
debt rating. 

Response: Yes, the debt rating assigned by Standard & Poor is A- and the debt rating 
assigned by Moody's Investors Service is Baal. 
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7. How will AWWFC meet all of the short-term funding requirements of the participating 
affiliates'? If, at any given time, AWWFC does not have sufficient funds to meet the needs 
of each participating affiliate, how will AWWFC determine funding request priority'? 

Response: Based upon the current financial strength of the entire American Water Works 
Company System, it is highly unlikely that the contemplated scenario would occur. If 
AWCC is unable to fund the requirements of the participating affiliates, they would be free 
to seek fmancing through any other means. In the unlikely event that funding is not 
available, expenditures of the affiliates would have to be adjusted to the level of available 
fundmg supports. 

8. Please provide the following infomation with regard to any borrowings to be made by 
Kentucky-American under the proposed Financing Agreement. 

A. How will any short-term borrowings through the Financing Agreement with 
AWWFC be booked? provide all jowxal entries with account numbers and account 
titles. If applicable, explain how these bookings differ from the cwrent booking for 
Kentucky-American short-term debt. 

Response: The accounting entries for short-term borrowings would be a debit to 
Cash, Account 131303, and a Credit to  Notes Payable - Associated Companies, 
Account 23 1200. 

B. How will any long-term boirowhgs through the Financing Agreement with AWWFC 
be booked? Provide all journal entries with account numbers and account titles. If 
applicable, explain how these bookings differ fiom the current booking for Kentucky- 
American long-term debt. 

Response: The accounting entries for a long-term borrowing would be a debit to 
Cash, Account 131303, and a Credit to Bonds - Outside, Account 221 1 10. 

C. lJnder the assumption that Kentucky-American obtains all future short-term and 
long-term debt though the Financing Agreement, indicate how this will impact the 
current and future debt rating of Kentucky-American. 

Response: KAWC does not curently have a long-teim debt rating and has issued 
its long-teim debt in the private placement market. It is expected that the rated public 
issues of AWCC will out perform the cwrent private placement practice of KAWC. 
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9. Please explain how prospective short-term and long-term debt secured through the proposed 
Financing Agreement impacts the capital structure and costs rates of Kentucky-Ameiican in 
the Company’s cw-rent application for an adjustment of rates, Public Service Commission 
Case No. 2000-120. 

Response: The current rate case is not expected to be impacted by the AWCC financing. 
The expected savings from AWCC financing a-rangement are offset by increases in the 
current market from that initially included in Case 2000-120. 

10. Reference: Financial Services Agreement, Numbered Paragraph 7 - Nan-Exclusivity. Please 
explain how Kentucky-American will determine that terms available from AWWFC are the 
best terms available for an issuance of debt or other borrowing activity. 

Response: KAWC will have to compare the financing terms from AWCC to other options 
in the market at the time it contemplates placing debt instruments and make a determination 
as to the prudence of accepting AWCC terms. The prudence of those decisions will be 
subject to review in future rate cases and, as always, KAWC will bear the burden of proof 
to substantiate the wisdom and prudence of those decisions. 

HEiRBERT A. MILLER, JR.., ESQ. 

2300 RICHMOND ROAD 
LEXINGTON, KY 40502 

KENTUCKY-AMERICAN WATER COMPANY 

and 

LINDSEY INGRAM, JR., ESQ. 
LIZBETH ANN TULLY, ESQ. 
STOLL, KEENON & PARK, LLP 
201 EAST ML41N STREET, SUITE 1000 
LEXINGTON, KENTUCKY 40507-1380 
TELEPHONE: (859) 23 1-3000 

C:\WorkU.WIIKAWCFinco\OO6Response AG 
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COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

21 1 SOWER BOULEVARD 
POST OFFICE BOX 61 5 

FRANKFORT, ICY. 40602 
(502) 564-3940 

June 23, 2000 

Honorable Herbert A. Miller 
Attorney for COnIpany 
Kentucky-American Water Company 
2300 Richmond Road 
Lexington, KY. 40502 

Honorable Lindsey Ingram 
Attorney at Law 
Stoll, Kennon & Park, LLP 
201 East Main Street 
Suite 1000 
Lexington, KY. 40507 1380 

Honorable David E. Spenard 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, KY. 40601 8204 

RE: Case No. 2000-189 

We enclose one attested copy of the Commission’s Osder in 

the above case. 

Sincerely, 

Secretary of the Commission 

SB/sh 
Enclosure 





COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF ) 
KENTUCKY -AMERICAN WATER 1 
COMPANY FOR APPROVAL OF ) 
PART1 C I PATI ON I N 1 
BORROWING PROGRAM ) 

CASE NO. 2000-189 

O R D E R  

On May 5, 2000, Kentucky-American Water Company (“Kentucky-American”) 

filed an application for Commission approval to participate in a borrowing program. 

Pursuant to KRS 278.300, the Commission must dispose of this case on or before 

July 4, 2000 unless the Commission finds good cause to extend the time. Such cause 

exists here for the reasons set out below. 

On May 31, 2000, the Attorney General of Kentucky (“AG”) filed a request for 

information. To date Kentucky-American has filed neither an objection nor a response 

to that data request. Additional time will be required for the AG and Commission Staff 

to analyze Kentucky-American’s response to the data request. Moreover, Commission 

Staff will require additional time to fully advise the Commission based upon the 

response to the data request. Accordingly, given the brief period remaining in the 

statutory 60-day timeframe, the Commission finds that this case should be continued for 

an additional time beyond the initial 60 days. 



Being sufficiently advised, the Commission HEREBY ORDERS that: 

I. On or before July 3, 2000, Kentucky-American shall file its response to the 

data request of the AG. 

2. 

Done at Frankfort, Kentucky, this 23rd day of June, 2000. 

This case is continued for a period of 30 days from the date of this Order. 

By the Commission 

ATTEST: 

Executive Director aaFy 



Commonwealth of Kentucky 
Before the Public Service Commission 

Case No. 2000-289 
In the Matter of: 1 
THE APPLICATION OF KENTUCKY-AMERICAN ) 
WATER COMPANY FOR APPROVAL OF 1 
PARTICIPATION IN BORROWING PROGRAM ) 

INITIAL REQUEST FOR INFORMATION 
BY THE ATTORNEY GENERAL 

Comes now the Attorney General of the Commonwealth of Kentucky, by and 

through his Office of Rate Intervention, and submits this Initial Request for Information 

by the Attorney General. 

(1) In each case where a request seeks data provided in response to a staff 

request, reference to the appropriate request item will be deemed a satisfactory 

response. 

(2) Please identify the company witness who will be prepared to answer 

questions concerning each request. 

(3) These requests shall be deemed continuing so as to require further and 

supplemental responses if the company receives or generates additional information 

within the scope of these requests between the time of the response and the time of any 

hearing conducted hereon. 
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(4) If any request appears confusing, please request clarification directly from 

the Office of Attorney General. 

(5) To the extent that the specific document, workpaper or information as 

requested does not exist, but a similar document, workpaper or information does exist, 

provide the similar document, workpaper, or information. 

(6) To the extent that any request may be answered by way of a computer 

printout, please identify each variable contained in the printout which would not be self 

evident to a person not familiar with the printout. 

(7) If the company has objections to any request on the grounds that the 

requested information is proprietary in nature, or for any other reason, please notify the 

Office of the Attorney General as soon as possible. 

(8) For any document withheld on the basis of privilege, state the following: 

date; author; addressee; indicated or blind copies; all persons to whom distributed, 

shown, or explained; and, the nature and legal basis for the privilege asserted. 

(9) In the event any document called for has been destroyed or transferred 

beyond the control of the company state: the identity of the person by whom it was 

destroyed or transferred, and the person authorizing the destruction or transfer; the 

time, place, and method of destruction or transfer; and, the reason(s) for its destruction 

or transfer. If destroyed or disposed of by operation of a retention policy, state the 

retention policy. 
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Respectfully submitted, 

A.B. CHANDLER 111 
ATTORNEY GENERAL 

David Edward Spenard 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, Kentucky 40601-8204 

9 4  L A  +.4 

502-696-5453 
(FAX) 502-573-8315 

Notification of Filing and Certijicate of Service 

Counsel certifies that an original and ten photocopies of this Initial Request For 

Information By The Attorney General were served and filed by hand delivery to Martin 

Huelsmann, Executive Director, Public Service Commission, 21 1 Sower Boulevard, 

Frankfort, Kentucky 40601; furthermore, it was served by mailing a true and correct 

copy of the same, first class postage prepaid, to Herbert A. Miller, Kentucky-American 

Water Company, 2300 Richmond Road Lexington, Kentucky 40502 and Lindsey W. 

Ingram, Jr., Stoll, Kennon & Park, LLP, 201 East Main Street Suite 1000, Lexington, 

Kentucky 40507 1380, all on this 31~t day of May, 2000. 

3 4  L A u - A A d  

Assistant Attorney General 
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INITIAL REQUEST FOR INFORMATION BY THE ATTORNEY GENERAL 

1. With regard to American Water Works Financing Corporation (AWWFC), currently 
incorporated as a Delaware corporation and wholly owned by American Water 
Works Company, Inc. (AWWC), please provide tlie following information: 

A. An overall organization chart showing the organizational, functional and line 
relationships between AWWFC, AWWC, all utility subsidiaries of AWWC, and all 
other subsidiaries of AWWC. 

B. A detailed organization chart of AWWFC showing each of the officer's and top 
management positions and offices, internal departments, and total number of 
employees by employee category. 

C. A balance sheet showing the major assets and liabilities of A W C ,  and 
AWWFC's equity funds in dollars and as a percentage of total capitalization. 

D. A description of the ownerslup and ownership percentages of AWWFC. 

2. Per the Financial Services Agreement, Kentucky-American Water Company 
(KAWC), will pay AWWFC "the costs, including appropriate overhead, incurred by 
AWWFC" in providing service under the agreement. Please provide the fallowing 
information. 

A. Please indicate how AWWFC will allocate its overhead costs to Kentucky- 
American and other participating affiliates. 

B. In as much detail as possible, AWWFC's most recent annual operating budget. 

C. Using the detailed operating budget data to be provided in respanse to part A, 
provide the portion of these annual operating budget data coiisidered to be 
AWWFC's aimual overhead charges to be charged to all of the AWWC affiliates that 
use tlie services of A W C .  If there is a difference between AWWFC's total annual 
operating costs and AWWFC's annual overhead charges to be charged to all of the 
AWWC affiliates that use the services of AWWFC, please explain the difference. 

D. Provide a listing of all AWWC affiliates (regulated and non-regulated). For each 
affiliate, indicate whether the affiliate has entered into the Financial Services 
Agreement. For any affiliate that has not entered executed the agreement, identify 
the affiliate and indicate whether tlie affiliate is seeking to use the services of 
AWWFC, 



E. For each AWWC affiliate, provide (1) net plant investment, (2) total 
capitalization, a i d  (3) total revenues. 

F. Will AWWFC's total aimual overhead charges be fully charged out each year to 
each AWWC affiliate that uses AWWFC's services during that particular year? Will 
the AWWFC overhead charge allocated to each of these affiliates be based on the 
particular affiliate's borrowings and investments in AWWFC for that particular 
year? Please explain in detail the answer to each question. 

3. With respect to overhead costs, it there a maximum amount of AWWFC overhead 
charges that can be charged to any single AWWC, Inc., affiliate in a given year? 

A. If only one affiliate utilizes the services of AWWFC during a particular year, will 
AWWFC charge that affiliate the entire amount of AWWFC's overhead charges? 

B. If no affiliate utilizes tlie services of AWWFC during a particular year, how and 
from whom will A W C  recover its overhead charges? 

C. Will AWWFC charge I<entucky-American for overhead charges in any year that 
Kentucky-American does not use AWWFC for borrowing or other services? If yes, 
please explain the system of allocation. 

4. Did Kentucky-American produce or obtain possession of or access to any studies 
that compares tlie costs and benefits of the Financial Services Agreement to the costs 
and benefits of the Company's current method of borrowing? For example, was 
there any study that compares the actual costs of recent borrowing with the costs 
that would have been incurred had the Financial Service Agreement been in 
existence? If yes, please provide the studies. 

5. Reference: Application, Nuinbered Paragraph 9. The Application indicates that the 
loans will be unsecured. What impact does this have on the cost rate for the 
borrowing? Does this mean that the cost rate will be more expensive? If not, please 
explain. 

6. Does A W C  currently have a debt rating? If yes, please provide all details from 
all iiivolved rating agencies. If no, please indicate whether, and when, AWWFC will 
obtain a debt rating. 

7. How will AWWFC meet all of the short-term funding requirements of the 
participating affiliates? If, at any given time, AWWFC does not have sufficient 
funds to meet the needs of each participating affiliate, how will AWWFC determine 
funding request priority? 



Please provide the followiiig illformation with regard to any borrowings to be made 
by Kentucky Ainericaii under the proposed Financing Agreement. 

A. How will any short-term borrowings through the Financing Agreement with 
AWWFC be booked? Provide all journal entries with account numbers and account 
titles. If applicable, explain how these bookings differ from the current booking for 
Kentucky-American short-term debt. 

B. How will any long-term borrowings through the Financing Agreement with 
AWWFC be bodlted? Provide all journal entries wit11 account numbers and account 
titles. If applicable, explain how these bookings differ from the current booking for 
Kentucky-American long-term debt. 

C. Under the assumption tliat I<entucky-American obtains all future short-term and 
long-term debt tlxougli tlie Financing Agreement, indicate how this will impact the 
current and future debt rating of Kentucky-American. 

Please explain how prospective short-term and long-term debt secured through the 
proposed Financing Agreement impacts the capital structure and costs rates of 
Kentucky-American in tlie Company’s current application for an adjustment of 
rates, Public Service Commission Case No. 2000-120. 

IO. Reference: Fiiiaiicial Services Agreement, Nuinbered Paragraph 7 - Non- 
Exclusivity. Please explain how Kentucky-American will determine that t e rm 
available from AWWFC are the best terms available for an issuance of debt or other 
borrowing activity. 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

21 1 SOWER BOULEVARD 
POST OFFICE BOX 61 5 

FRANKFORT, KY. 40602 
(502) 564-3940 

May 22, 2 0 0 0  

Honorable Herbert A. Miller 
Attorney for Company 
Kentucky-American Water Company 
2300 Richmond Road 
Lexington, KY. 40502 

Honorable Lindsey Ingram 
Attorney at Law 
Stoll, Kennon & Park, LLP 
201 East Main Street 
Suite 1000 
Lexington, KY. 40507 1380 

Honorable David E. Spenard 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, KY. 40601 8204 

RE: Case No. 2 0 0 0 - 1 8 9  

We enclose one attested copy of the Commission's Order in 

the above case. 

Sincerely, 

Stephanie Bel1 
Secretary of the Commission 

SB/hv 
Enclosure 





COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF KENTUCKY-AMERICAN ) 
WATER COMPANY FOR APPROVAL OF ) 
PARTICIPATION IN BORROWING PROGRAM ) 

CASE NO. 
2000-1 89 

O R D E R  

This matter arising upon the motion of the Attorney General of the Commonwealth 

of Kentucky, by and through his Office of Rate Intervention (“Attorney General”), filed May 

16, 2000, pursuant to KRS 367.150(8), for full intervention, such intervention being 

authorized by statute, and this Commission being otherwise sufficiently advised, 

IT IS HEREBY ORDERED that the motion is granted, and the Attorney General is 

hereby made a party to these proceedings. 

Done at Frankfort, Kentucky, this 22nd day of May, 2000. 

By the Commission 

ATTEST: 

Executive Director 
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May 12,2000 

Mar-tin J. Huelsmann, Jr., Esq. 
Executive Director 
Public Service Commission 
21 1 Sower Boulevasd 
Frankfort, Kentucky 40601 

SUSAN BEVERLY JONES 
MELISSA A STEWART 
TODD S PAGE 
JOHN B PARK 
PALMER G VANCE II 
RICHARD A NUNNELLEY 
WILLIAM L MONTAGUE JR 
KYMBERLY T WELLONS 
CHARLES R BAESLER JR 
STEVEN B LOY 
PATRICIA KIRKWOOD BURGESS 
RICHARD B WARNE 
JOHN H HENDERSON-' 
LINDSEY W INGRAM 111 
JEFFERY T EARNETT 
AMY C LIEEERMANN 
ELIZABETH FRIEND BIRD*' 
CRYSTAL OSBORNE 
JOHN A THOMASON"' 
DELLA M JUSTICE 
EOYD T CLOERNI-'  
DONNIE E MARTIN 
DAVID T ROYSE 
JENNIFER M REYNOLDS 

(OF COUNSEL) 
WILLIAM L SULLIVAN*^ 
JAMES BROWN'*' 
DOUGLAS P ROMAINE 
JAMES G STEPHENSON 
GEORGE D SMITH 
EDWARD H EARTENSTEIN... 

WALLACE MUIR (1878 1947) 

WILLIAM H TOWNSEND (1890 1964) 
RODMAN w KEENON (1882 1986) 
JAMES PARK (1892 1970) 

GLADNEY HARVILLE (1921 . 1978) 

c WILLIAM SWINFORD (is21 . 1986) 

RICHARD C STOLL (1876 1949) 

JOHN L DAVIS (1913 1970) 

GAYLE A MOHNEY (1906 1980) 

ROBERT F HOULIHAN (1918 1999) 

RE: Amended Application of Kentucky-American Water Company 
for Appsoval of Participation in Borrowing Program 

Dear Masty: 

The original and ten (10) copies of an amendment to the Application of Kentucky-Ameiican 
Wates Company for approval of its participation in a boil-owing program with American Water 
Capital Coi-p. are enclosed. 

Again, an expedited review of this Application, as amended, would be appreciated. 

Veiy t idy yours, 

STOLL, KEENON & PARK, L,LP 

BY 
Lindsefr Ingram, JI-. 

/SI 
cc w/enc.: J. R. Goff, Esq. [via hand delivery] 
3 I ~\[7:\WorkU,~WC\GENERAI.O05hueIsmnn ltr 



COMMONWEALTH OF ICENTTJCKY 8 

BEFORE THE PUBLIC SERVICE COMMISSION 
MAY 1 2  2000 

PC;i_:i i ~ :  > L- :'s .(:[: 
a , /  i C[i  \ \J - U V ! t v . ' l  i i J  i r l  

(-n* 
IN THE MATTER OF: ) 

) 
KENTIJCKY-AMERICAN WATER COMPANY ) ADMINISTRATIVE 

PARTICIPATION IN BORROWING PROGRAM ) 
APPLICATION FOR APPROVAL OF 1 CASE NO. 2000-189 

AMEiWED APPLICATION OF 

FOR APPROVAL OF PARTICIPATION 
IN BORROWING PROGRAM 

KENTUCKY-AMERICAN WATER COl"ANY 

Comes Kentucky-Ameiican Water Company, by counsel, and for its amendment to its 

Application for Approval of Participation in Borrowing Program states as follows: 

1. That in its Application filed herein it indicated that the name of the coi-poration with 

which it proposed to enter into a Financial Services Agreement would be Ameiican Water Works 

Financing Corporation. That coiporation has now been organized and its name is American Water 

Capital Coip. 

2. That it reiterates and adopts herein all of the allegations contained in its original 

Application except for the name change fi-om American Water Works Financing Corporation to 

American Water Capital Corp. in its Application and all of the attachments thereto. 

WHEREFORE, Kentucky-Ameiican Water Company requests that the Commission, pursuant 

to KRS 278.300, authoiize execution of the Financial Services Agreement by Kentucky-Ameiican 



Water Company with American Water Capital Coi-p. and its participation in the financial programs 

desciibed in the Application and attachments thereto. 

HERBERT A. MILLER, JR., ESQ. 

2300 RICHMOND ROAD 
LEXINGTON, ICY 40502 

KENT1 JCKY -AMERICAN WATER COMPANY 

and 

LINDSEY INGRAM, JR., ESQ. 
LIZBETH ANN TULL,Y, ESQ. 
STOLL, KEENON & PARK, LLP 
20 1 EAST MAIN STREET, SUITE 1000 
LEXINGTON, KENTUCKY 40507-1380 
TELEPHONE: (859) 23 1-3000 

BY: W 

Lindsey 'ingram, Jr. 

C:\WorkUWI\I(AWCWinco\OO4amendment pld 

2 



Commonwealth of Kentucky 
Before the Public Service Commission ,. . I .  - r, -““d 

Case Na. 2000-189 
In the Matter of: 1 
THE APPLICATION OF KENTUCKY-AMERICAN ) 
WATER COMPANY FOR APPROVAL OF ) 
PARTICIPATION IN BORROWING PROGRAM ) 

MOTION TO INTERVENE 

Comes now the Attorney General of the Commonwealth of Kentucky, by and 

through his Office of Rate Intervention, pursuant to KRS 367.150(8), and moves to 

intervene in the above-styled proceeding. The Attorney General requests that he be 

permitted to intervene as a party to the fullest extent permitted by law in order to 

execute his statutory duties pursuant to KRS 367.150(8). 

Respectfully submitted, 

A. B. CHANDLER 111 
ATTORNEY GENERAL 
P & . J L U  A d  
David Edward Spenard 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, KY 40601-8204 
502.696.5457 



Notijicafion of Filing and Certificate of Service 

Counsel certifies that an original and ten photocopies of this Motion to Intervene 

were served and filed by hand delivery to Martin Huelsmann, Executive Director, 

Public Service Commission, 211 Sower Boulevard, Frankfort, Kentucky 40601; 

furthermore, it was served by mailing a true and correct copy of the same, first class 

postage prepaid, to Herbert A. Miller, Kentucky-American Water Company, 2300 

Richmond Road Lexington, Kentucky 40502 and Lindsey W. Ingram, Jr., Stoll, Kennon 

& Park, LLP, 201 East Main Street Suite 1000, Lexington, Kentucky 40507 1380, all on 

this 16th day of May, 2000. 

3 2  t u  BguIA. 
Assistant Attorney General 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVJCE COMMISSION 

21 1 SOWER BOULEVARD 
POST OFFICE BOX 61 5 

FRANKFORT, KY. 40602 
(502) 564-3940 

May 11, 2000 

Honorable Herbert A. Miller 
Kentucky-American Water Company 
2300 Richmond Road 
Lexington, KY. 40502 

Honorable Lindsey Ingram 
Attorney at Law 
Stoll, Kennon & Park, LLP 
201 East Main Street 
Suite 1000 
Lexington, KY. 40S07 1380 

RE: Case No. 2000-189 
KENTUCKY-AMERICAN WATER COMPANY 

The Commission staff has reviewed your application in the 
above case and finds that it meets the minimum filing require- 
ments. Enclosed please find a stamped filed copy of the first 
page of your filing. 
processed as expeditiously as possible. 

This case has been docketed and will be 

If you need further assistance, please contact my staff 
at 502/564-3940. 

Sincerelv. 

Stephanie Bell. 
Secretary of the Commission 

SB/hv 
Enclosure 
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J MEL CAMENISCH JR April 20,2 

APR 2 0 2000 
Martin J. Huelsmann, Jr., Esq. 
Executive Director 
Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 4060 1 

PUBLIC SEANCE 
COMMISSION 

SUSAN BEVERLY .JONES 
MELISSA A STEWART 
TODD S PAGE 

PALMER G VANCE II 
RICHARD A NUNNELLEY 
WILLIAM L MONTAGUE JR 
KYMBERLY T WELLONS 
CHARLES R BAESLER JR 
STEVEN B LOY 
PATRICIA KIRKWOOD BURGESS 
RICHARD B WARNE 
JOHN H HENDERSON'. 
LINDSEY W INGRAM 111 
JEFFERY T EARNETT 
AMY C LIEBERMANN 
ELIZABETH FRIEND BIRD-' 
CRYSTAL OSBORNE 
JOHN A THOMASON-. 
DELLA M JUSTICE 
BOYD T CLOERN-" 
DONNIE E MAATIN 
JENNIFER DAVID T ROYSE M REYNOLDS 

JOHN a PARK 

(OF COUNSEL) 
WILLIAM L SULLIVAN'- 
JAMES BROWN-** 
DOUGLAS P ROMAINE 
JAMES G STEPHENSON 
GEORGE D SMITH 
EDWARD H BARTENSTEIN-.. 

WALLACE MLJlR (1878. 1947) 
RICHARD C STOU (1876 . 1949) 
WILLIAM H TOWNSEND (1890 1984) 
RODMAN W KEENON (1882 ' 1966) 
JAMES PARK (1892 - 1970) 
JOHN L DAVIS (l913. 1970) 
GLADNEY HARVILLE (1921 . 1978) 
GAYLE A MOHNEY (7906 1980) 

C WILLIAM SWINWRD (1921 ~ 19861 
ROBERT F HOULIHAN (1918 - 19991 

vicr H m d  Delivew 

RE: Application of Kentucky-American Water Company 
for Approval of Participation in Borrowing Program 

Dear Marty: 

The original and ten (10) copies of an Application of Kentucky-American Water Company 
for approval of its participation in a borrowing program are enclosed. 

Kentucky-American Water Company intends to convert its current short-term borrowing 
arrangement to the one described in the Application no later than July 1 , 2000. An expedited review 
of th; Application would be appreciated. 

Very truly yours, 

STOLL, =ENON & PARK, LLP 

Lindse$dngram, Jr. 
BY 

/SI 
cc wienc.: H m d  Delivew 

Richard Richard G. Raff, Esq. 
Gerald E. Wuetcher, Esq. 
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May 5,2000 

ROBERT F HOULIHAN (1918 19991 

I/iu Fncsiiitile 
Public Sei&eCommission 

Frankfort, Kentucky 40601 
21 1 Sower Boulevard &’O& Lie 2000 

““ss/,, Q%hC& 
RE: Case No. 2000-189 

Kentucky - Ameli can Water Company 

Dear J. R.: 

Tfus will confnm our telephone conversation of today wherein I advised that Kentucky- 
Amei-ican has no intention of withdrawing or modifying its Application for Approval of Participation 
in a Eorrowing Program. 

All of the operating subsidiaries of American Water Works are engaged in seeking approval 
of their participation in this boi-rowing program in multiple states. The program is dependent upon 
securing approval fi-om eveiy state Commission, where required, by June 26. 

If there is anything that Coleman Bush, Treasurer of Kentucky-Ameiican, and I can do to 
speed up the process or provide you with additional information, please let me know. 

With best regards, I am 

Veiy tidy yours, 

STOLL,, ICEENON & PARK, LLP 

Lindseflngram, Jr. 
BY 

Is1 
cc: Herbeit A. Miller, Jr., Esq. 

Coleman D. Bush 
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STQLL, KEENON 6. PARK, LLP 
201 EASf MAIN STREET 

SUITE 1000 
LEXINGTON. KENTUCKY 40507.1380 
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J. R. Goff, Esq. 
Public Service Commission 
21 I Sower Boulevard 
Frankfort, Kenrucky 40601 

May 5,2000 

T-997 P.021'02 F-166 

-- via Facsitniie 

RE: CaseNo. 2000-189 
Kenrucky-American Water Company 

Dear J. R.: 

This will confrnn our telephone conversation of roday wherein I advised rhat Kentucky- 
American has no intention of withdrawing or modifying its Application for Approval of Participation 
in a Borrowing Program. 

All of the opaating subsidiaries of American Water Works are engaged in seeking approval 
of their parricipauon in this borrowing program in multiple swes. The program is dependen1 upon 
securing approval from evay stare Commission, where required, by June 26. 

If there is anything that Coleman Bush, Treasurer oEKenmcky-Amerkm, and I can do to 
speed up the process or provide you with additional information, please let me know. 

Wirh besr regards, 1 am 
very truly yours, 

STOLL, KEENON & PARK, LL,P 

BY&-- Lindse gram, Jr. 



Paul E. Patton, Governor 

Ronald E. Mccloud, Secretary 
Public Protection and 

Regulation Cabinet 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

211 SOWER BOULEVARD 
POST OFFICE BOX 61 5 

FRANKFORT, KENTUCKY 40602-061 5 

(502) 564-3940 
Fax (502) 564-3460 

www.psc.state. ky.us 
Martin J. Huelsmann 
Executive Director 

Public Service Commission 
April 24,2000 

B. J. HeltOn 
Chairman 

Edward J. HOImeS 
Vice chairman 

Gary W. Gillis 
Commissioner 

Honorable Herbert A. Miller 
Kentucky-American Water Company 
2300 Richmond Road 
Lexington, KY 40502 

Honorable Lindsey lngram 
Attorney at Law 
Stoll, Keenon, & Park, LLP 
201 East Main Street 
Suite 1000 
Lexington, KY 40507 1380 

RE: Case No. 2000-189 
KENTUCKY-AMERICAN WATER COMPANY 
(Financing) PARTICIPATION IN BORROWING PROGRAM 

This letter is to acknowledge receipt of initial application in the above case. The 
application was date-stamped received April 20, 2000 and has been assigned 
Case No. 2000-189. In all future correspondence or filings in connection with this case, 
please reference the above case number. 

If you need further assistance, please contact my staff at 502/564-3940. 

Sincerely, 

Secretary of the Commission 
SBJjc 

BRUCATlON 
PAYS 
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Martin J. Huelsmm, Jr., Esq. 
Executive Director 
Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40601 

APR 2 0 TOO0 

SUSAN BEVERLY JONES 
MELISSA A STEWAAT 
TODDS PAGE 
JOHN B PARK 
PALMER G VANCE I1 
RICHARD A NUNNELLEY 
WILLIAM L MONTAGUE JR 
KYMBERLY T WELLONS 
CHARLES R BAESLER JR 
STEVEN B COY 
PATRICIA KIRKWOOD BURGESS 
RICHARD B WARNE 
JOHN H HENDERSON.' 
LINDSEY W INGRAM 111 
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JOHN A THOMASON'- 
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JAMES BROWN-" 
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JAMES G STEPHENSON 
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GAYLE A MOHNEY w o o  m o )  

Via Hnnd Deliveq 
PUBLIC SERViCE 

COMMISSION 

RE: Application of Kentucky-American Water Company Q! !C-@? 
for Approval of Participation in Borrowing Program 

Dear Marty: 

The original and ten (10) copies of an Application of Kentucky-he1ican Water Company 
for approval of its participation in a borrowing program are enclosed. 

Kentucky-American Water Company intends to convert its current short-term borrowing 
arrangement to the one described in the Application no later than July 1 , 2000. An expedited review 
of this Application would be appreciated. 

Very truly yours, 

STOLL, KEENON & PARK, LL,P 

BY 
Lindseagram, Jr. 

/sl 
cc wlenc.: Vn H m d  Delivew 

Richard Richard 6. Raff, Esq. 
Gerald E,. Wuetcher, Esq. 



COMMONWEALTH OF KENTUCKY APR 2 0 2000 
PUBLIC SERVICE 

CQPBlMlSSlON 

BEFORE THE PUBLAC SERVICE COMMISSION 

IN THE MATTER OF: ) 
) 

KENTUCKY-AMERICAN WATER COMPANY ) ADMINISTRATIVE 
APPLICATION FOR APPROVAL OF 1 CASE NO. AQC' ja i  -@c! - 
PARTICIPATION IN BORROWING PROGRAM ) 

APPLICATION OF 

FOR APPROVAL OF PARTICIPATION 
IN BORROWING PROGRAM 

KENTUCKY-AMIERICAN WATER COMPANY 

Kentucky-Ame1ican Water Company for its Application for Approval of Participation in 

Boirowing Program states as follows: 

1. The name of  the applicant is Kentucky-American Water Company ("KAWC"), with 

offices located at 2300 Richmond Road, Lexington, Kentucky 40502. 

2. KAWC is a corporation organized and existing under the laws of the Commonwealth 

of Kentucky with its pi-incipal office and place of business in Lexington, Fayette County, Kentucky, 

and is engaged in the distiibution and sale o f  water in the city of Lexington, Kentucky, and other 

areas of Fayette County, Kentucky. In addition, it renders direct service to customers in Bourbon, 

Clark, Hmi%on, Scott and Woodford Counties, along with service to a water company and a water 

district whose customers are in Jessamine County, Kentucky. 

3. KAWC's Articles of Incorporation are of record before the Commission as Filing 

Exhibit 4 in Case No. 95-554, Notice of the Adjustment of the Rates of Kentucky-American Water 

Company Effective on and after February 29, 1996. 



4. The property owned and operated by the I U W C  includes two principal purification 

and pimping plants, one known as the Richmond Road Station and one known as the Kentucky 

River Station. Additional property and facilities include two reservoirs, intake facilities, a 

transmission and distribution system consisting of mains and other pipelines of various sizes, 

hydrants, services, meters, booster stations, storage tanks, a thee-story brick operating complex at 

2300 Richmond Road, land upon which its various structures are located, watershed acreage and 

numerous lights of way for pipeline purposes. The oiiginal cost of the Company's utility plant 

in sei-vice as of March 31,2000, was $218,104,878. 

5. 

5:001(11)(2)(a). 

6. 

KAWC's financial exhibit is attached hereto as Exhibit 1 as required by 807 I U R  

KAWC wishes to enter into a Financial Services Agreement (attached hereto as 

Exhibit 2) and participate in the borrowing program described therein. KAWC's participation in 

such borrowing program requires prior approval f?om the Commission hi accordance with 

KRS 278.300( 1). KAWC, accordingly, files this Application seeking an Order authorizing KAWC 

to (a) enter into the Financial Services Agreement, and (b) participate in the borrowing program 

described therein. 

7. KAWC's participation in the bouowing program would greatly enhance its borrowing 

capacity. The boiTowing program has been made available to KAWC through its parent coiporation, 

American Water Works Company, Inc. ("American Water Works"). American Water Works and 

each of its subsidiaries wish to pool their boimwing requirements so that when they borrow they 

can obtain the advantageous teims available in the public market. Larger loans are less costly for 

each dollar borrowed because up front issuance costs remain relatively constant regardless of the size 

of the loan and lenders of larger loans are able to share their i-isk with others. Each of 
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American Water Works' subsidiaries, along with Amaican Water Works, therefore, propose to enter 

into a Financial Services Agreement with Ameiican Water Works Financing Corporation 

( " A W C " )  so that AWWFC may utilize the boi-rowing power and combined boi-rowing efficiency 

of the totality of the participants in the boi-rowing program to obtain more advantageous funding for 

the individual participants. 

8. AWWFC will be a wholly owned subsidiary of Amei-ican Water Works, dedicated 

to providing financial services to American Water Works and its subsidiaries which participate in 

the borrowing program. It will obtain its funds primarily by boil-owing fi-om two sources. It will 

arrange for a syndicated bank credit line to provide shoit-term loans. Additionally, it will register 

its own debt securities for sale in the public market by filing a shelf registration with the Securities 

and Exchange Commission. 

9. Each participant in the boi-rowing program will provide AWWFC with an estimate 

of its boirowing requirements for the coming year and on a rolling basis for several years in advance. 

On the basis of that infoimation, AWWFC will arrange borrowing commitments and borrowing 

programs in order to provide the funds necessary to meet those requirements. The liability incured 

by each participant in the borrowing program on its individual debt will be several. The loans will 

be unsecured. American Water Works will, however, issue a suppoi-t letter for the benefit of the 

purchasers of AWWFC's debt. 

IO. As a participant in the boi-rowing program, KAWC will obtain short-teim and long- 

teim loans from AWWFC. KAWC proposes to issue securities in the form of notes or debentures 

(the "Securities") in an aggregate outstanding principal amount of $41,500,000 from time to time 

prior to December 31, 2005. The $41,500,000 consists of the r e f u n h g  of $4,000,000 of 

9.83% Series debt matwing on November 1, 2000, by the acquisition of $4,000,000 of shoi-t-teim 

3 



debt fiom AWWFC; the conversion of short-term indebtedness on or about December 1, 2000, in 

the anticipated amount of $10,000,000 (which includes $6,000,000 outstandmg and $4,000,000 

utilized to refund the 9.83% Series) to $10,000,000 of long-term indebtedness; the refunding of 

$13,000,000 of 8.36% Series debt mahuing on December 1,2001, by the boil-owing of $13,000,000 

of long-teim debt from AWWFC; the refunding of $13,000,000 of 7.2 1 % Series debt maturing on 

December 1, 2002 by the bowowing of $13,000,000 of long-term loans from AWWFC; and the 

rehding of $5,500,000 of 6.79% Series debt matwing on September 1,2005, by the borrowing of 

$5,500,000 of long-term loans from AWWFC. On or before July 1, 2000, KAWC proposes to 

execute a short-term loan promissory note with AWWFC to replace its existing mangement for 

shoi-t-term boirowings. IUWC also intends to bonow from AWWFC capital that may be needed 

for its construction program and to finance the acquisition of other utility systems. The Securities 

will be issued pursuant to the Financial Services Agreement with AWWFC. 

a. Title of the Security: AWWFC Securities. 

b. Aggegate Pi-incipd Amount to be Issued: IJp to an aggregate amount 
of $41,500,000 to convert existing short teim and refinance 
long term, and additional funds for construction and acquisitions as 
may be needed. 

c. Expected Date of Issue: It is anticipated that the first issue of long- 
term debt will occur on December 1, 2000, and as required to 
December 3 1,2005. The first issue of short-teim debt will occur on 
or before July 1,2000, to replace the existing arrangement. 

d. Date of Mturity: In the case of long-term debt, the maturity will not 
be more than SO years from the nominal date of issue, with the 
expectation that the maturity dates can be from 1 to 35 years, 
depending upon market conditions. 

e. Interest Rate(s1: The interest rates on the Securities will be 
determined by market conditions at the time of issuance. It is 
anticipated that the securities will be sold canying an interest rate 
spread of approximately 200 basis points above the corresponding 
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rate for risk fi-ee U.S. Treaswy securities, based upon current market 
conditions. 

f. Interest Payment Dates: Interest will be payable at the same time and 
on the same dates as AWWFC must pay its corresponding interest 
payment on the boi-rowings from which the proceeds of the loan to 
IolWC were derived. This is expected to be monthly, quarterly or 
semiannually and is subject to final negotiation. 

g. Extent to Which Taxes on Securities are Assumed by Issuer: None. 

h. Security: The Securities will be unsecured and therefore will rank on 
a parity with KAWC's unsecured creditors and will not have the 
benefit of the security afforded by IUWC's General Moi-tgage 
Indenture. 

i. Callability and Conversion Provisions : The Securities evidencing 
long-teim indebtedness wiU have the same callabilty and conversion 
features as AWWFC obtains in connection with its borrowings from 
which the proceeds of the loan to KAWC are derived. These may 
include provisions for redemption of the option of AWWFC (and 
therefore of KAWC) or tender at the option of the purchaser as may 
be negotiated with the agent or purchaser(s) of the securities 
evidencing the indebtedness. These provisions will be provided by 
reference to a prospectus or offering memorandum relating to the 
Securities, which can be provided supplementally to the relevant 
regulatory authority. The Secwities will have no conversion features. 

J -  Maintenance and Depreciation Provisions: There will be no 
maintenance and depreciation requirements unless the borrowings are 
made on a tax-free basis; such provisions axe then usually required. 

k. Sinking or Other Fund Provisions: The securities wrll reflect 
whatever teims AWWFC can obtain from its lenders. It is expected 
that normally there will be none. 

1. Pm-pose: The purpose for which KAWC proposes to issue the 
securities is: 

i. to convert cur-rent existing short-teim debt to long-teim debt, 

ll. to refinance short-term debt, 

... m. to repay long-teim debt, 
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iv. to fund construction, and 

v. to finance acquisitions. 

1 1. KAWC seeks approval for its participation in this borrowing program so that it may 

obtain the funding it needs over the coming years at less cost and so that it may be assured of a 

readily available source of funds. 

12. Because of its participation in the bonowing program, KAWC may also enjoy tax 

savings, a benefit to its ratepayers. To receive the benefit of such tax savings, I U W C  will organize 

a limited liability company fimded by a nominal amount. KAWC's limited liability company will 

in hun organize a wholly-owned subsidiary, a Delaware corporation. AWWFC will then lend funds 

(other than those loaned to IUWC) to the limited liability company formed by KAWC, as well as 

other limited liability companies formed by other American Water Works subsidiaries. The limited 

liability companies will contribute their loans to the capital of their wholly owned Delaware 

corporations whch will lend the money to American Water Works. Through t h s  arrangement, and 

as a result of filing consolidated Kentucky income tax returns, based on cun-ent laws KAWC will 

be able to reduce its Kentucky tax liability and pass such tax savings on to its ratepayers because its 

limited liability company will have an interest expense with no offsetting interest income. 

13. KAWC's participation in the bonowing program does not preclude it fi-om either 

borrowing fi-om or obtaining financial services from third parties. KAWC is not required to borrow 

any amount from AWWFC. Further, KAWC may teiminate its participation in the borrowing 

program upon a ten day written notice. 
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14. IOZWC does not seek to issue any kind of stock through its participation in the 

borrowing program. When it deems advantageous to obtain a loan under the borrowing program, 

it will issue notes in the foim described in paragraph 9 above and as attached to Exhibit 2. 

15. KAWC would through the execution of the Financial Services Agreement 

A full additionally receive the benefit of cash management services provided by AWWFC. 

description of such services is found in Appendix 1 to the Financial Services Agreement. 

16. KAWC's execution of the Financial Services Agreement and its participation in the 

borrowing program is for a lawful object within the corporate purposes of the utility. Such 

participation is necessary and appropriate for and consistent with the proper performance by KAWC 

of its services and will not impair KAWC's ability to peifoim its services and is reasonably necessary 

and appropriate for such purposes. 

WHEREFORE, Kentucky-American Water Company requests that the Commission pursuant 

to KRS 278.300 authorize the execution of the Financial Services Agreement and KAWCs 

participation in the borrowing program. described therein. 

This /@$ day of Apiil, 2000. 

KENTIJCKY-AMERICAN WATER COMPANY 
2300 Richmond Road 
Lexington, Kentucky 40502 
Telephone: (859) 269-2386 

Coleman D. Bush, vice President and Treasurer 
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STATE OF KENTTJCKY) 

COUNTY OF FAYETTE) 

Subscribed, sworn to, and acknowledged before me by Coleman D. Bush on this the /q’h 
day of April, 2000. 

My Commission Expires: 7- 5- 0 

NOTARY PTJBLIC 

HERBERT A. MILLER, JR., ESQ. 
ICENTTJCKY-AMERICAN WATER COMPANY 
2300 RICHMOND ROAD 
LEXINGTON, KENTUCKY 40502 

and 

LINDSEY W. INCRAM, JR., ESQ. 
LIZBETH ANN TULLY, ESQ. 
STOLL, KEENON & PARK, LLP 
201 EAST MAIN STREET, STJITE 1000 
LEXINGTON, KENTTJCKY 40502 
Telephone: (606) 23 1-3000 

BY: I 

Linc&ey <Ingram, Jr. 
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FINANCIAL STATEMENT 
OF 

KENTUCKY-AMERICAN WATER COMPANY 

(as of December 31, 1999 
except where noted) 

- 

(1) The amount and kinds of stock of the Applicant authorized are 
as follows: 

Cumulative Preferred Stock, par value $100 per share: 

Series A ,  4-112% 
Series B, 5-314% 
Series C, 5-1/2% 
Series D, 5% 
Unclassified 

4,000 Shares 
5,000 Shares 
5,000 Shares 
6,000 Shares 
5,000 Shares 

Preference Stock, par value $100 per share: 

8.47% Series 
7.9% Series 
Unclassified 

45,000 Shares 
20,000 Shares 
85,000 Shares 

Common Stock, no par value 2,000,000 Shares 

(2) The amounts and kinds of stock of the Applicant issued and 
outstanding are as follows: 

Cumulative Preferred Stock, par value $100 per share: 

Series A, 4-1/2% 
Series B, 5-3/4% 
Series C, 5-1/2% 
Series D, 5% 

80 Shares 
4,700 Shares 
5,000 Shares 
6,000 Shares 

Preference Stock, par value $100 per share: 

8.47% Series 
7.9% Series 

45,000 Shares 
9,600 Shares 

Common Stock, no par value 1,567,391 Shares 



The Cumulative Preferred Stock is cumulative as to dividends. 
If dividends on the Cumulative Preferred Stock shall be in 
arrears and such arrears shall aggregate an amount equal to or 
in excess of four (4) quarterly dividends upon such stock, the 
number of directors then consti.tuting the Board of Directors 
shall be increased by two (2) and the holders of the Preferred 
Stock voting separately as a class shall be entitled to elect 
the two (2) additional directors. 

The Cumulative Preferred Stock i.s redeemable at any time upon 
thirty (30) days' notice at the following prices: the Series 
A Stock at $101 per share; the Series B at $1.01 per share; the 
Series C at $100.50 per share; and the Series D at $100. 

The Cumulative Preferred Stock, Series A, Series B, Series C 
and Series D are redeemable at par ($100) in cases of (a) 
governmental or municipal acquisition of the Applicant's 
facilities or common stock, or (b) as to the Series A by 
operation of a sinking fund for retirement of shares thereof, 
or (c) upon liquidation or dissolution of the Applicant. 

If The Preference Stock is cumulative as to dividends. 
dividends on the Preference Stock shall be in arrears and such 
arrears shall aggregate an amount equal to or in excess of 
eight ( 8 )  quarterly dividends upon such stock, the number of 
directors then constituting the Board of Directors shall be 
increased by one (1) and the holders of the Preference Stock 
voting separately as a class shall be entitled to elect the 
one (1) additional director. 

The 7.9% Series Preference Stock is redeemable at any time 
upon thirty (30) days' notice at $100 per share in cases of 
(a) governmental or municipal acquisition of the Applicants' 
facilities or common stock, or by operation of a sinking fund 
for retirement of shares thereof. 

The shares of the 8.47% Preference Stock may be redeemed at 
any time, or from time to time, on or after December 1, 2001 
at the option of the Company, in whole or in part, upon 
payment of a redemption price equal to the sum of $100 per 
share plus a premium equal to the Make-Whole Premium as 
defined in the Articles of Incorporation. 
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At any time during the period of twelve (12) consecutive 
calendar months beginning on December 1, 2011 and ending 
November 30, 2012, both dates inclusive, and during each like 
period of twelve (12) consecutive calendar months thereafter 
so long as any shares of the 8.47% Series remain outstanding, 
the Company may at its option redeem up to and including, but 
not exceeding, four thousand five hundred (4,500) shares o f  
the 8.47% Series at a redemption price equal to the sum o f  
$100 per share. 

All then outstanding shares of the 8.47% Series shall be 
redeemed by the Company on December 1, 2036 at a redemption 
price equal to the sum of $100 per share. 

(4) The following are the only mortgages on the property o f  the 
Applicant: 

General Mortgage Indenture dated as of May 1, 1968, executed 
by the Applicant to The Fidelity Bank (now First Union 
National Bank) , as Trustee, and supplemental indentures 
thereto dated as of December 1, 1970 (as supplemented on 
December 17, 1970); September 1, 1974; November 1, 1977; 
December I, 1982; June 1, 1983; August 1, 1985; January 1, 
1987; September I, 1988; October 1, 1989; November 1, 1990; 
December 1, 1991; December 1, 1992; December 1, 1993; 
September 1, 1995; February 1, 1997, and June 1, 1998. 

The Indenture of Mortgage provides for the issue of General 
Mortgage Bonds which together with all other long-term debt 
cannot exceed 65% of Applicant s total capitalization, and 
which is secured by a lien on all the property owned or 
thereafter acquired by the Campany. 

(5) At December 31, 1999, $67,000,000 in General Mortgage Bonds 
were issued and outstanding. 

General Mortaaue Bonds: 

Principal amount authorized by Indenture: 
No maximum limit of bonds fixed 

Name of utility issuing bonds: 
All bonds were issued by Kentucky-American Water 
Company 
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Princiaal amount issued-and outstanding: 

9.37% Series $ 8,000,000 

8.36% Series 13,000,000 
7.21% Series 13,000,000 
6.96% Series 7,000,000 
6.79% Series 5,500,000 
7.15% Series 7,500,000 

-- Issued 

9.83% Series 4,000,000 

6.99% Series 9,000,000 

Date of issue (nominal date) : 

9.37% Series 
9.83% Series 
8.36% Series 
7.21% Series 
6.96% Series 
6.79% Series 
7.15% Series 
6.99% Series 

Rate of interest: 

9.37% Series 
9.83% Series 
8.36% Series 
7.21% Series 
6.96% Series 
6.79% Series 
7.1.5% Series 
6.99% Series 

Date of maturity: 

9.37% Series 
9.83% Series 
8.36% Series 
7.21% Series 
6.96% Series 
6.79% Series 
7.15% Series 
6.99% Series 

December 27, 1989 
November 28, 1990 
January 24, 1992 
December 29, 1992 
December 22, 1.993 
September 20, 1995 
February 20, 1997 
June 17, 1998 

Outstanding 
$ 8,000,000 

4,000,000 
13,000,000 
13 , 000,000 
7,000,000 
5,500,000 
7,500,000 
9,000,000 

9.37% 
9.83% 
8.36% 
7.21% 
6.96% 
6.79% 
7.15% 
6.99% 

November 1, 2019 
November 1, 2000 
December l., 2001 
December 1, 2002 
December 1, 2023 
September 1,2005 
February 1, 2027 
June 1, 2028 
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Security: All outstanding General Mortgage Bonds are secured 
by the lien of the General Mortgage Indenture upon 
all. property of the Company. 

Interest paid durins the 12 Months ended December 31, 1999: 

9.37% 
9.83% 
8.36% 
7.21% 
6.96% 
6.79% 
7.15% 
6.99% 

Series 
Series 
Series 
Series 
Series 
Series 
Series 
Series 

749,600.00 

1,086,800.00 
937,300.00 
487,200.00 
373,450.00 
536,250.00 
629,100.00 

393,200.00 

(6) Notes payable are payable to First Union National Bank, bear 
interest as listed below, and mature July 1, 2000. 

12/31/99 

Payee Date of Issue Rate* Outstanding 
Interest Amount 

First Union Ju ly  1, 1999 Variable $5,716,000 

* Interest is calculated at the LIBOR market index rate plus 
.425 percent. 

Interest expense on outstanding notes during the period 
January 1, 1999 through December 31, 1999 amounted to $24,726. 

(7) The other indebtedness of the Applicant, as shown on its 
Balance Sheet annexed hereto and marked IlExhibit A - Schedule 
1" consists, as o f  December 31, 1999, of current and accrued 
items on which no interest is payable. 
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On December 28, 1973, Applicant acquired the assets of West Scott 
County Water District and assumed the obligations and liabilities 
of the District pursuant to an Agreement dated February 13, 1973. 
On December 28, 1973, there were $670,000 aggregate principal 
amount of the District I s Water Works Revenue Bonds outstanding 
(bearing interest at rates of 4-1/2% and 5% per annum) which 
Applicant assumed the obligation and liability to pay and satisfy. 
At December 31, 1999, there were $60,000 aggregate principal 
amount of the District's Revenue Bonds still outstanding. Interest 
accrued for the twelve months ended December 31, 1999 on the 
District's Water Works Revenue Bonds amounted to $3,125. The 
acquisition of the District by Applicant was approved by the 
Commission in Case No. 5795. 

(8) Dividends were paid by the Applicant during the five fiscal years 
as follows: 

Comon Stock 

12 Mos. Average 
Ended Rate per Number of 

December 3 1 Share Shares Amount 

1995 
1996 
1997 
1998 
1999 

$ 2.79 1 , 257,530 $ 3,503,149 
2.69 1,338,448 3 , 600,425 
2.65 1,387,310 3 , 674 , 326 
3.13 1,496,429 4 , 684 , 532 
3.29 1,567,391 5,156,716 

Cumulative Preferred Stock, Series A, 4-1/2% 

12 Mos. Average 
Ended Rate per Number of 

December 3 1 Share -- Shares Amount 

1995 
1996 
1997 
1998 
1999 

4.50 
4.50 
4.50 
4.50 
4.50 

440 
360 
280 
200 
120 

1,980 
1,620 
1,260 
900 
540 
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Cumulative Preferred Stock, Series B, 5-3/4%5 

12 Mos. Average 
Ended Rate per Number of 

December 31 Share Shares 

1995 
1996 
1997 
1998 
1999 

5.75 
5.75 
5.75 
5.75 
5.75 

4,700 
4 , 700 
4,700 
4,700 
4,700 

Amount 

27,025 
27,025 
27,025 
27,025 
27,025 

Cumulative Preferred Stock, Series C. 5-1/2% 

12 Mos. Average 
Ended Rate per Number of 

December 31 Share Shares Amount 

1995 
1996 
1997 
1998 
1999 

$ 5.50 
5.50 
5.50 
5.50 
5.50 

5,000 $ 27,500 
5,000 27,500 
5,000 27,500 
5,000 27,500 
5,000 27,500 

Cumulative Preferred Stock, Series D, 5% 

12 Mos. Average 
Ended Rate per Number o f 

December 31 Share Shares Amount . 

1995 
1996 
1997 
1998 
1999 

$ 5 . 0 0  
5.00 
5.00 
5.00 
5.00 

6,000 $ 30,000 
6,000 30,000 
6,000 30,000 
6,000 30,000 
6,000 30,000 
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Preference Stock, 7.9% Series 

12 Mos. 
Ended 

December 31 

1995 
1996 
1997 
1998 
1999 

12 Mos. 
Ended 

December 31 

1995 
1996 
1997 
1998 
1999 

Average 
Rate per Number of 
Share- Shares 

7.90 
7.90 
7.90 
7.90 
7.90 

11,400 
11,000 
10,600 
10,200 
9,800 

Preference Stock, 8.47% Series 

Average 
Rate per Number of 
Share Shares 

$ 8.47 
8.47 
8.4'7 
8.47 
8.47 

45,000 
45,000 
45,000 
45,000 
45,000 

Amount 

90 , 060 
86,900 
83 , 740 
80,580 
77 , 420 

AmounL 

$ 381,150 
381,150 
381,150 
381,150 
381,150 

(9) Applicant's Balance Sheet as of December 31, 1999, and a 
statement of Applicant's earnings and expenses for the twelve 
months ended on such date are shown on Exhibit A, Schedule 1 
and Schedule 2, respectively, which are annexed hereto. 
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Exhibit A 
Schedule 1 

Kentucky American Water Company 
Comparative Balance Sheet 
for the Periods Indicated 

December 1998 

$ 201 ,I 90,3 19 
8,400,236 

(34,971,660) 

December 1999 
Assets 
Utility Plant 
Construction Work in Progress 
Accumulated Depreciation 
Utility Plant Acquisition Adjustments 
Net Utility Plant 

$ 215,555,845 
6,773,582 

(38,597,521 ) 
184,568 

183,916,474 
172,950 

- 174,791,845 - 

Non lltility Property 

Other Investments 

242,300 249,738 

Current Assets 
Cash and Cash Equivalents 
Temporary investments-at cost plus accrued interest 
Customer Accounts Receivable 
Allowance for uncollectible accounts 
Unbilled Revenues 
Federal Income tax due from associated companies 
Miscellaneous receivables 
Materials and supplies- at average cost 

Other 
Total Current Assets 

Deferred debits 
Debt and preferred stock expense 
Expense of rate proceedings 
Preliminary survey and investigation charges 
Reg asset-inc tax recoverable thru rates 
Other 

Total Deferred Debits 

Total Assets 

1,391,737 

1,402,646 
(53,633) 

1,794,869 

379,110 
514.367 

507,958 

1,415,232 
(50,130) 

1,901,878 

827,682 
523,801 

376,986 
5,806,082. 

328,048 
5,454,469 

457,205 
114,728 
567,483 

3,882,100 
4,092,349 
9,113,865 

4 13,830 
18,959 

4,154,302 
4,222,415 
5,169,808 
13,979,314 

$ 203,599,995 $ 189,954,092 

Capital and Liabilities 
Common Stock 
Paid-in capital 
Retained Earnings 

Preferred Stock 
Long Term Debt 

Total Common Equity 

Total Capitalization 

Current Liabilities 
Bank debt-pending issuance of securities 
Current portion of long term debt 
Accounts Payable 
Taxes accrued 
Interest accrued 
Customer deposits 
Dividends declared 

$ 36,568,777 
2 1,329 

$ 36,568,777 
21,329 

20,252,174 
56,842,280 

21,686,245 
58,276,351 

7,086,000 7.038.000 . .  
63,000,000 
128,314,351 

_1 

67,000,000 
130,928,280 

- 

5,716,000 
4,000,000 
1,239,712 
174,961 
831,845 
44,062 
95,287 

531,401 
239,644 
807,976 
45,395 
115,218 

Other 
Total Current Liabilities 

2,593,851 
4,333,485 

3,082,466 
- 151 84,333 

Deferred Credits 
Customer advances for construction 
Deferred income taxes 
Deferred investment tax credits 
Reg liab-inc tax refundable thru rates 
Other 

Total Deferred Credits 

Contributions in aid of construction 

Total Capital and Liabilities 

9,678,648 
23,593,764 
1,896,067 

8,144,815 
21,708,072 
1,980,864 

2,004,923 
33,838,674 

20,853,653 

$ 189,954,092 

- 

2,228,098 
37,396,577 

22,704,734 

$ 203,599,995 



Exhibit A 
Schedule 2 

Kentucky American Water Company 
Comparative Statement of Income and Retained Earnings 
Year to Date 

December 1998 

$ 37,744,117 

December 1999 

Operating Revenues 

Operating Expenses 
Operation and maintenance 
Depreciation and amortization 

16,261,642 
4,816,521 

Taxes on Operating Income 
General 
State 
Federal 

1,577,514 
965,000 

3,599,296 

1,7 10,736 
I ,OI 7,498 
3,818,831 

Total Operationg Expenses 
Utility Operating Income 

26,073,320 
11,670,797 

-. 

Other Income 
Allowance for funds used during construction 
Miscellaneous other income 
Gain (loss) on sale of property 

720,174 
56,340 
5,353 

393,727 
163,200 

Total Income 12.227.724 

Other Deductions 
Amortization of preferred stock expense 
Amortization of utility plant adjustments 
Miscellaneous other deductions 

1,685 

356,104 

i ,685 

273.627 

Taxes on other Deductions 
General 
State 
Federal 

Total Other Deductions. Net of Taxes 

(23,643) (7,809) 
(30,394) 
237,109 

11,990,615 Income before Interest Charges 

Interest Charges 
Interest on long term debt 
Amortization of debt expense 
Interest on bank debt 
Other interest 
Allowance for funds used during construction-debt 

Total Interest Charges 

5,205,005 
44,175 
86,501 
6,004 

5;i 92,900 
4 1,985 

(381 , I  88) 
4,883,938 

24,697 
5,544 

(209,164) 
5,132,521 

Net Income $ 7,134,424 

Net Income 
Retained Earnings at Beginning of Period 

$ 7,134,424 ._ . 
20,252,174 - 
27,386,598 

Dividends 
Preferred stock 
Common stock 

547,156 543,637 
5,156,716 
5,700,353 

Retained Earnings at End of Period $ 20,252,174 $ 21,686,245 





FINANCIAL SERVICES AGREEMENT 

THIS AGREEMENT, dated as of April 2000, by and between [INSERT 
NAh4E OF BORROWER] (the “Company”) and American Water Works Financing Corporation - (“AWWF C’). 

B A C K G R O U N D  

The Company currently performs its own financial services. 

However, the Company has determined that it can obtain these services more 
efficiently through the consolidation of certain necessary management and staff functions with 
those performed for other entities that may enter into agreement with AWWFC substantially 
similar to this one (“Co-Participants’y). 

AWWFC is dedicated to performing such consolidated functions. 

Accordingly, the parties have determined to enter into this Agreeqent for the 
provision of financial services by AWWFC to the Company and for the proper determination and 
allocation of the costs of providing such services. 

Therefore, the parties agree as follows: 

A G R E E M E N T  

1. Services. AWWFC will provide, either directly or through arrangements with 
third parties for the benefit of the Company,“such financial services as the Company and 
AWWFC may from time to time agree, including but not limited to those more fully described in 
Appendix I attached to this Agreement. 

-. 7 Costs. In consideration of the provision of the services contemplated by 
paragraph 1 , the Company agrees to pay AWWFC the costs, including appropriate overhead, 
incurred by AWWFC in providing those services, in the same manner and with the same 
allocations as provided in the agreement dated 
American Water Works Service Company, Inc. 

between the Company and 

3. Statements. A W C  will prepare and deliver to the Company monthly 
statements of the services provided by AWWFC and amounts payable to AWWFC, giving effect 
to all the provisions of this Agreement. The Company shall pay the net amount shown on its 
statement within hr ty  (30) days after the billing date. 

4. Inspection. Upon reasonable notice, AWWFC will make available to the 
Company for its inspection AWWFC’s books, records, bills, accounts and any other documents 
which describe or support the costs allocated to the Company under this Agreement. 
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5. Obligations Not Joint. AWTVFC and the Company expressly agree: (a) that the 
obligations of the Company and each Co-Participant to AWWFC are several and not joint; (b) 
that the Company will not be responsible to any Co-Participant, to AWWFC or to any assignee 
or creditor of AWWFC for any payment in excess of payments due by the Company to A\;VWFC 
under this Agreement or a Note in the form attached to this Agreement; and (c) that no Co- 
Participant will be responsible to the Company, to any other co-Participant, to AWWFC or to 
any assignee or creditor of AWWFC for any payment in excess of payments due by that Co- 
Participant to AWWFC under any agreement substantially similar to this Agreement or under any 
Note attached to that other agreement. AWWFC covenants and agrees that it will require, ils a 
condition to its entering into any such other agreement with a Co-Participant, that such other 
agreement contains the same provision as that contained in the immediately preceding sentence. 

6 .  Notes. The Company’s borrowings under this Agreement will be evidenced by 
one or more promissory note in the form of Exhibit A or Exhibit B attached to this Agreement. 

7. Non-Exclusivity. Nothing in this Agreement prohibits or restricts the Company 
fiom borrowing fiom third parties, or obtaining services described in this Agreement fiom third 
parties, whenever and on whatever terms it deems appropriate. 

8. Effectiveness. This Agreement shall be effective as of May 30,2000, provided 
&ar, if prior approval by the regulatory commission of any jurisdiction is required, this 
Agreement shall not be effective as to the Company unless and until that requirement has been 
met. Unless and until this Agreement becomes effective as to the Company, it shall not be 
entitled to the benefits of, nor shall it have any obligation under, this Agreement. This 
Agreement may be amended or rescinded only by written instrument signed by the Company and 
A W C .  

9. Termination. The Company may terminate its participation in this Agreement by 
giving ten (10) days prior written notice of such termination to AWWFC; and (b) AWWFC may 
terminate this Agreement by giving ninety (90) days prior written notice of such termination to 
the Company. T h a t i o n  of this Agreement will not affect: (a) the Company’s obligations 
under any Promissory Notes; e) any party’s obligations with respect to any amounts owing 
under Sections 2 and 3 of this Agreement (including such arnounts attributable to obligations of 
any terminating party under any Promissory Notes that remain outstanding after this Agreement 
is terminated as to that party); or (c) AWWFC’s obligations to repay any investments made by a 
Company pursuant to Appendix I. 

10. Copies. This Agreement may be executed by the parties in one or more copies 
and each executed copy shall be considered an original. 

In witness of the foregoing, each of the Company and AWWFC has caused its 
respective corporate seal to be affixed to this Agreement and has caused this Agreement to be 
signed on its behalf by its duly authorized officers. 

ATTEST: WAME OF COMPANY] 

-2 - 



By: 
Title: 

ATTEST: 

By: 
Title: 

By: 
Title: 

AMERICAN WATER WORKS FINANCING 
CORPORATION 

- By: 
Title: 
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APPENDIX I 

DESCRIPTION OF FINANCIAL SERVICES 

Set forth below is a list of the services which AWWFC agrees to provide to the 
Company upon its request pursuant to the Agreement to which this Appendix is attached. - 

1. Short-Term Loans. AWWFC will provide Short-Term Loans to the Company 
pursuant to the tenns set forth in the promissory notes to be issued by the Company to AWWFC, 
each substantially in the form attached to this Agreement as Exhibit A. 

2. Long-Term Borrowings. A'WWFC will provide loans other than Short-Term 
Loans to the Company pursuant to the terms set forth in the promissory notes to be issued by the 
Company to AWWFC, each substantially in the farm attached hereto as Exhibit B. 

3. Cash Management. Cash not required by the Company to pay its daily 
disbursements or to pay when due the principal of and interest on, the Company's borrowings 
from AWWFC other than Short-Tern Loans will be used by AWWFC first to reduce the 
outstanding principal balance of the Company's Short-Term Loans owing to AWWFC and any 
excess will be deemed to be invested with AWWFC and will earn a daily rate of interest that is 
equal to the interest income earned by AWWFC on those funds. Upon the request of that 
Company, AWWFC shall execute one or more promissory notes in favor of the Company, in 
farm and substance substantially similar to the Promissory Note attached as Exhibit A to the 
Agreement as evidence of such investment. 
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EXHIBIT A 
PROMISSORY NOTE 

FOR SHORT-TERM LOANS 

,2000 

FOR VALUE, RECEIVED, [NAME OF COMPANY], a 

DEMAND to the order of American Water Works Financing Corporation, a Delaware 
corporation (“Lender”), in same day funds at its offices at Voorhees, New Jersey or such other 
place as Lender may from time to time designate, the principal sum of 
dollars ($ ) (the ‘‘Maximum Principal Sum”), or such lesser amount as shall equal 
the aggregate unpaid principal amount of the loans made by Lender to Borrower (other than loans 
evidenced by a promissory note under which the principal amount is due and payable in one or 
more scheduled installments more than one year after the date of its issue), together with interest 
thereon from the date hereof until paid in full. Interest will be charged on the unpaid outstanding 
principal balance of this Note at a rate per m u m  equal to Lender’s actual cost of funds to make 
such loan, such rate to change as Lender’s actual cost of funds changes. Interest on borrowings 
shall be due and payable on the first business day of each month, commencing with the first 
business day of the month after the month in which this Note is executed. In the absence of 
manifest error, the records maintained by Lender of the amount and term, if any, of borrowings 
hereunder shall be deemed conclusive. 

corporation (herein “Borrower”) hereby promises to pay ON 

Borrower may borrow, repay and reborrow hereunder in amounts which do not, in 
the aggregate outstanding at any time, exceed the Maximum Principal Sum. 

The occurrence of one or more of any of the following shall constitute an event of 
default hereunder: 

(a) Borrower shall fail to make any payment of principal andior interest due 
hereunder or under any other promissory note between Lender and Borrower within five business 
days after the same shall become due and payable, whether at ma tu r i~  or by acceleration or 
otherwise; 

(b) Borrower shall apply for or consent to the appointment of a receiver, 
trustee or liquidator of itself or any of its property, admit in writing its inability to pay its debts as 
they mature, make a general assignment for the benefit of creditors, be adjudicated a bankrupt or 
insolvent or file a voluntary petition in bankruptcy or a petition or an answer seeking 
reorganization or an arrangement with creditors or to take advantage of any bankruptcy, 
reorganization, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or 
an answer admitting the material allegations of a petition filed against it in any proceeding under 
any such law, or if action shall be taken by Borrower for the purposes of effecting any of the 
foregoing; or 

(c) Any order, judgment or decree shall be entered by any court of competent 
jurisdiction, approving a petition seeking reorganization of Borrower or all or a substantial part 
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of the assets of Borrower, or appointing a receiver, trustee or 
liquidator of Borrower or any of its property, and such order, 
judgment or decree shall continue unstayed and in effect for any 
period of sixty (60) days. 

Upon the Occurrence of any event of default, the entire unpaid principal sum 
hereunder plus all interest accrued thereon plus aU. other sums due and payable to Lender 
hereunder shall, at the option of Lender, became due and payable immediately. In addition to the 
foregoing, upon the occurrence of any event of default, Lender may forthwith exercise singly, 
concurrently, successively or otherwise any and all rights and remedies available to Lender by 
law, equity, statute or otherwise. 

Borrower hereby waivers presentment, demand, notice of nonpayment, protest, 
notice of protest or other notice of dishonor in connection with any default in the payment of, or 
any enforcement of the payment of, all amounts due hereunder. To the extent permitted by law, 
Borrower waives the right to any stay of execution and the benefit of all exemption laws now or 
hereafter in effect. 

Following the occurrence of any event of default., Borrower will pay upon demand 
all costs and expenses (including all amounts paid to attorneys, accountants, and other advisors 
employed by Lender), incurred by Lender in the exercise of any of it rights, remedies or powers 
hereunder with respect to such event of default, and any amount thereof not paid promptly 
following demand therefor shall be added to the principal sum hereunder and will bear interest at 
the contract rate set forth herein fkom the date of such demand until paid in full. In connection 
with and as part of the foregoing, in the event that this Note is placed in the hands of an attorney 
for the collection of any sum payable hereunder, Borrower agrees to pay reasonable attorneys’ 
fees for the collection of the amount being claimed hereunder, as well as all costs, disbursements 
and allowances provided by law. 

If for any reason one or more of the provisions of this Note or their application to 
any entity or circumstances shall be held to be invalid, illegal or unenforceable in any respect or 
to any extent, such provisions shall nevertheless remain valid, legal and enforceable in all such 
other respects and to such extent as may be permissible. In addition, any such invalidity, 
illegality or unenforceability shall not affect any other provisions of this Note, but this Note shall 
be construed as if such invalid, illegal or unenforceable provision had never been contained 
herein. 

This Note inures to the benefit of Lender and binds Borrower and Lender’s and 
Borrower’s respective successors and assigns, and the words “Lender” and “Borrower” whenever 
occurring herein shall be deemed and construed to include such respective successors and 
assigns. 

This Promissory Note is one of the promissory notes referred to in the Financial 
Services Agreement dated April - 2000 between Borrower and Lender to which reference is 
made for a statement of additional rights and obligations of the parties hereto. 
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IN WITNESS WHEREOF, BOKOW~X has executed this Promissory Note the day 
and year first written above. 

[BORROWER] 

By: 
- Title: 
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EXHIBIT B 
PROMISSORY NOTE 

FOR LONG-TERM BORROWINGS 

$ ,2000 

FOR VALUE RECEIVED, WAME OF COMPANY], a 
corporation (heKin “BoKow~~”) hereby promises to pay to the order 

of American Water Works Financing Corporation, a Delaware corporation (“Lender”), in same 
day funds at its offices at or such other place as Lender may .from 
time to time designate, the principal sum of 
together with interest thereon from the date hereof until paid in full. Interest shall be charged on 
the unpaid outstanding principal balance hereof at a rate per annum equal to the rate paid and to 
be paid by Lender with respect to the borrowings it made in order to provide funds to Borrower 
hereunder. Interest on borrowings shall be due and payable in immediately available funds on 
the same business day on which the Lender must pay interest on the borrowings it made in order 
to provide funds to the Borrower hereunder. The principal amount hereof shall be due and 
payable hereunder at such times and in such amounts and in such installments hereunder as the 
Lender must pay with respect to the borrowings it made in order to provide funds to the 
B O K O W ~  hereunder. Lender has provided Borrower with a copy of the documentation 
evidencing the borrowings made by Lender in order to provide funds to Borrower hereunder. In 
the absence of manifest error, such documentation and the records maintained by Lender of the 
amount and term, if any, of borrowings hereunder shall be deemed conclusive. 

dollars ($ ), 

The occurrence of one or more of any of the following shall constitute an event of 
default hereunder: 

(a) Borrower shall fail to make any payment of principal andor interest due 
hereunder or under any other promissory note between Lender and Borrower within five business 
days after the same shall become due and payable, whether at maturity or by acceleration or 
otherwise; 

(b) Borrower shall apply for or consent to the appointment of a receiver, 
trustee or liquidator of itself or any of its property, admit in writing its inability to pay its debts as 
they mature, make a general assignment for the benefit of creditors, be adjudicated a bankrupt or 
insolvent or file a voluntary petition in bankruptcy or a petition or an answer seeking 
reorganization or an arrangement with creditors or to take advantage of any banlcruptcy, 
reorganization, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or 
an answer admitting the material allegations of a petition filed against it in any proceeding under 
any such law, or if action shall be taken by Borrower for the purposes of effecting any of the 
foregoing; or 

(c) Any order, judgrnent or decree shall be entered by any court of competent 
jurisdiction, approving a petition seeking reorganization of Borrower or all or a substantial part 
of the assets of Borrower, or appointing a receiver, trustee or liquidator of Borrower or any of its 
property, and such order, judgment or decree shall continue unstayed and in effect for any period 
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of sixty (60) days. 

Upon the occurrence of any event of default, the entire unpaid principal sum 
hereunder plus all interest accrued thereon plus all other sums due and payable to Lender 
hereunder shall, at the option of Lender, become due and payable immediately. In addition to the 
foregoing, upon the occurrence of any event of default, Lender may forthwith exercise singly, 
concurrently, successively or otherwise any and all rights and remedies available to Lender by 
law, equity, statute or otherwise. - 

Borrower hereby waivers presentment, demand, notice of nonpayment, protest, 
notice of protest or other notice of dishonor in connection with any default in the payment of, or 
any enforcement of the payment of, all amounts due hereunder. To the extent permitted by law, 
Borrower waives the right to any stay of execution and the benefit of all exemption laws now or 
hereafter in effect. 

Following the occurrence of any event of default, Borrower will pay upon demand 
all costs and expenses (including all amounts paid to attorneys, accountants, and other advisors 
employed by Lender), incurred by Lender in the exercise of any of it rights, remedies or powers 
hereunder with respect to such event of default, and any amount thereof not paid promptly 
following demand therefor shall be added to the principal sum hereunder and will bear interest at 
the contract rate set forth herein fkom the date of such demand until paid in full. In connection 
with and as part of the foregoing, in the event that this Note is placed in the hands of an attorney 
for the collection of any sum payable hereunder, Borrower agrees to pay reasonable attorneys’ 
fees for the collection of the amount being claimed hereunder, as well as all costs, disbursements 
and allowances provided by law. 

If for any reason one or more of the provisions of this Note or their application to 
any entity or circumstances shall be held to be invalid, illegal or unenforceable in any respect or 
to any extent, such provisions shall nevertheless remain valid, legal and enforceable in all such 
other respects and to such extent as may be permissible. In addition, any such invalidity, 
illegality or unenforceability shall not affect any other provisions of this Note, but thrs Note shall 
be construed as if such invalid, illegal or unenforceable provision had never been contained 
herein. 

This Note inures to the benefit of Lender and binds Borrower and Lender’s and 
Borrower’s respective successors and assigns, and the words “Lender” and “Borrower” whenever 
occurring herein shall be deemed and construed to include such respective successors and 
assigns. 

This Promissory Note is one of the promissory notes referred to in the Financial 
Services Agreement dated April - 2000 between Borrower and Lender to which reference is 
made for a statement of additional rights and obligations of Lender and Borrower. 
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IN WITNESS WHIZREOF, Borrower has executed this Promissory Note the day 
and year first written above. 

 ORR ROWER] 

By: 
- Title: 

1:lGPatricM Fincoff inw-3.doc 
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